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Honeywell

SERIES 200

The
pace-setters
are here!

...new dimensions of
proven computer
performance with
exceptional ability
to match the
exact dimensions
of your business.

--------------------------------------------------------------------
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Honeywell has refined the basic
dimensions of data processing —
speed, capacity and applicability —
to provide smaller, more efficient
increments than ever before offered
a series of compatible computers.

for use in multiprogram operations, input
and output routines, programs which utilize
Honeywell’s high-speed sorting techniques,
subroutines for standard mathematical op
erations such as square root extraction,
routines for simulating tabulating equip
ment and for generating reports.

We call this new concept Dimensional

Complete program compatibility extends
upward through the entire SERIES 200 as
suring protection of program investment as
the user expands his system requirements.
Also, SERIES 200 includes Honeywell’s
clusive “Liberator” concept that makes it
possible to switch to Honeywell computers
from competitive computers without costly
reprogramming or retraining.

Data Processing.

It enables you to select more precisely
the operating and storage capacity you
need to do your job. You pick the most
economical memory and peripheral speeds
from the widest possible range. You include
only those processing or handling capabili
ties that you need and are willing to pay
for. In short, you literally build your own com
puter system: the one that exactly meets
your needs, is easiest for you to use, and
costs you the least amount of money to
operate and expand.

2

To bring you Dimensional Data Process
ing, Honeywell first concentrated on pro
ducing one superior system — the famous
H-200 (first of the “future” generation of
computers). This was the first low-cost
computer to combine high speedsand largescale capabilities with peripheral simulta
neity — and the competition still hasn’t
been able to
it.
Now Honeywell has extended these
proven concepts into a series of fully com
patible computer systems to provide a
top-to-bottom range
of meeting all
business data processing requirements.
And naturally, SERIES 200 incorporates the
latest micro-miniature circuit technology.
SERIES 200 encompasses a communica
tions capability, a random access capability,
a scientific capability and all standard and
specialized peripheral capabilities. All
available in modular increments to meet
the exact dimensions of your business at
minimum cost and provide for the econom
ical expansion of your future data process
needs.
Only SERIES 200 has software that has
already been proven successful at hundreds
of installations. The SERIES 200 software
dimension includes an assembly program,
a COBOL compiler for business applica
tions, and a FORTRAN compiler for scien
tific applications. Plus: an operating system

And behind SERIES 200 is a service and
support capability outstanding in the in
dustry and reflected in hundreds of Honey
well computer installations around the
world.

120

Model 120 is the smallest of the systems
that
up Honeywell’s new SERIES 200.
It is the lowest-cost of ail the internally
programmed, magnetic tape
on the
market. And it’s faster than many larger
systems. Memory speed is three micro
seconds per character and its memory
capacity ranges from 2,048 to 32,768
characters. It is the ideal system for com
panies ready for full-scale data processing.
For example, a three-tape system with card
reader, card punch and printer starts as
low as $2610.

200

When Model 200 was introduced 14
months
it made
of compu
ters obsolete overnight. Over 200 have al
ready been delivered —and hundreds more
are on order. Model 200 can read, write,
print, punch and compute simultaneously.
And it offers performance characteristics
far superior to many competitive systems

costing much more. Its memory speed is
microseconds per character and memory
capacity ranges up to 65,536 characters.

1200

Model 1200 has the added speed and
capacity that make it ideal as a manage
ment information or real time system. It
can take on the mainstream jobs that con
tribute the most to the profit-making end
of your business. Powerful scientific op
tions tailored to fit your exact require
ments can be added if needed. Memory
speed is 1.5 microseconds per character
and memory capacity ranges up to 131,072
characters.

2200

Model 2200 is in the fast-moving range
where large-volume jobs can provide a big
payoff. It can perform up to 8 simultane
ous peripheral operations while it’s com
puting. Memory speed is 1 microsecond,
memory capacity ranges up to 262,144
characters. Its speed and power coupled
with optional scientific capabilities make it
attractive for mixed business and scien
tific or real time applications.

4200

Model 4200 is the powerhouse of the
series. A speed of 188 nanoseconds per
character, and a memory capacity of over
a half-million characters
this system
one of the master business problem solvers
of the age. It can take any management
information, real time, or mixed scientificbusiness operations in stride. It can handle
up to 16 input/output operations simulta
neously with computing and as many as
256 peripheral devices can be attached at
one time.

SERIES 200 and Dimensional Data Proc
essing represent another significant con
tribution to all of data processing-and,
very likely, to your business.
We suggest you investigate by writing
Honeywell EDP, Wellesley Hills, Mass.
(02181)-or by contacting the Honeywell
EDP sales office near you.

Honeywell
ELECTRONIC DATA PROCESSING
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E. N. Khoury and H. Wayne Nelson • Simulation in Financial Planning..........................
As operations researchers improve on the mathemati
cal technique of simulation, the dream of a computer
ized laboratory in which company policies and pro
grams can be tried out on paper before they are

actually put into effect is coming closer to realization.
This article describes how Burroughs Corporation has
been experimenting with the application of simulation
to its over-all corporate financial planning.

Philip A. Doherty and Justin G. F. Wollaston • Effective Management of a Systems Project
The consultant’s claim to expertise in planning, sched
uling, and control can be seriously weakened if he
proves unable to manage his own study so as to meet
time deadlines and budget restrictions. These authors

Jose Manuel Pintado • Responsibility Accounting
Responsibility accounting is one of the most important
of the specialized reporting systems that have been
developed in recent years to make accounting more
useful in management decision making. In this article

https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
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p.

p.

13

22

present a method of project administration that is
especially suited to a complex study but that can be
adapted to a simple one or to a group of studies con
ducted simultaneously.

34
a distinguished Mexican accountant reviews the basic
principles and potential benefits of responsibility ac
counting and analyzes its relation to the company’s
stockholder and cost accounting systems.
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J. B. Harris • How to Get Started in Foreign Operations
Launching a new venture overseas, particularly in the
less developed areas of the world, raises many prob
lems not found in this country. In this article an ex
ecutive of a company with many years of foreign ex
perience offers some basic advice in such areas as

p. 41

market analysis, plant design, and labor relations—
and some tips on how to deal with such phenomena
nationalistic pressures, price competition from un
sophisticated competitors, and the risk of currency
depreciation.

Henry De Vos • Work Sampling—First Step Toward Work Measurement
Time study and other measurement techniques requir
ing a highly scientific degree of precision remain
largely the domain of the industrial engineer. But for
many office applications much simpler methods will
still produce substantial improvements in efficiency.

54

This article outlines a method of work sampling that
can be used by the accountant who has neither engi
neering assistance nor previous technical experience
of his own, and shows how it was used in a small
organization.

DEPARTMENTS
People, events, techniques

p.

What people are writing about

p. 60

5

Current books and magazine articles on subjects of interest to management and management consultants.
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COMPUTAX expands service

(The plan of Computer Sciences
Corporation to offer accountants
computer service for processing of
Federal and state individual income
tax returns [see M/S, January-Feb
ruary ’65, pp. 4-5] has attracted
considerable interest. Now the ser
vice is being extended geographi
cally. )
... I would like to elaborate
further on our plans for expanding
the COMPUTAX service.
Initially, Computer Sciences Cor
poration intended offering COM
PUTAX only in the states
Cali
fornia, New York, New Jersey, Con
necticut, Texas, and Washington.
Because of the widespread interest
of accountants . . . we have decided
to offer our service on a mail-order
basis. This will provide Federal re
turns and all schedules. However,
this year it will not provide state
returns other than the states of New
York and California. Next year we
expect to make the COMPUTAX
service available in additional
states, as well as providing corpo
rate returns.
Reprocessing of the tax input
data can be provided for an addi
tional charge equivalent to one-half
of the original charge for processing

the return. Thus, should it be desir
able to attach a copy
the Fed
eral return to the . . . state return,
two sets the Federal return (each
set consisting of an original and two
carbon copies) could be provided
at an average cost of $11. Input
documents would be mailed
the
Los Angeles office for processing
and the input documents together
with the completed tax returns
would be mailed back to the sender.
Adequate time should be allowed
for mailing. The processing time
through the computer center is ap
proximately 48 hours.
Alan A. Stern
Computer Sciences Corporation
El Segundo, California
A happy blend
I regret to confess that I am not
an accountant. However, I would
nevertheless like to congratulate
you for the selection of articles ap
pearing in Management Services.
I have found the articles extremely
interesting and informative and
have strongly recommended the
magazine to my friends. They too
have been favorably impressed, and
you may be hearing from them
shortly for subscriptions.
What impresses me most with

Management Services is the level
of approach and content of the arti
cles. For example, I have for some
time now been interested in the
uses of EDP in business. . . . Most
of the books and magazine articles
I have read on the subject have
been either too highly technical
and esoteric for my benefit or else
they were so oversimplified
to
be
no value. Management Serv
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seems to have reached a happy
blend
being technical where it
is necessary for useful understand
ing without being so complex as to
confuse.
I am also favorably impressed by
the magazine’s general approach to
business management as a whole. I
think the magazine successfully
bridges the gap between the theory
being taught in business schools and
the actual use of these concepts by
business. The magazine seems to
strike an excellent balance of re
porting the progress being made
in business theories, systems, and
practices by informing the reader
of the actual use of some of these
concepts by business and what may
be expected in the future.
To sum it up, I have found Man
agement Services
be both in
formative and instructive and I
hope you continue to publish the
same fine quality of magazine.
George W. Erikson
(student, Fordham Law School)
New York, New York
ices

Erratum

In the article on “Decision Ta
bles” in the January-February is
sue the symbols for intersection
and union were transposed. The
first sentence in the last paragraph
of column 1 on page 16 should have
read: “Further simplification can
be achieved by use
the set-theo
retic symbols ∩ and u, which
stand for intersection and union,
respectively.” Our apologies to the
author, who was the victim of a
proofreading error, and to any
readers who may have been con
fused.
6
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people, events, techniques
Honeywell Announces New Family of Compatible Computers,

Series 200, Incorporating Its 'Highly Successful’ H-200
Honeywell Inc., in what its exec
utives described
“the most im
portant announcement in the his
tory of its data processing business,”
has unveiled a new line of compu
ters, the Series 200. Like Interna
tional Business Machines Corpora
tion’s System/360 (M/S, May-June
’64, pp. 5-7) and Radio Corporation
of America’s Spectra 70 (M/S, Jan
uary-February ’65, pp. 5-6), it con
sists of a family of compatible data
processors and peripheral machines
that can be combined in various

ways, building-block fashion, to
form a wide variety of systems.
The Series 200 consists of five
central processors and nearly 50
terminal devices. Not all the cen
tral processors are new. The heart
of the series is Honeywell’s “highly
successful” H-200, a relatively small
computer introduced in late 1963.
More than 200 of these machines
were delivered in the first 15
months of production, and “hun
dreds more” are on order, accord
ing to the manufacturer. An im

proved version of the H-2200, an
nounced last summer (see M/S,
July-August ’64, pp. 7-8) is also in
the line.
Sandwiched around and between
these two processors are three new
ones ranging in speed from micro
seconds to 188 nanoseconds per
character, in memory capacity from
to 524,288 characters, and in
system rental from about $2,000 to
more than $50,000 a month. All are
designed for real time applications,
with automatic input-output inter-

MANAGEMENT
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York; H. G. Trentin, Arthur Andersen & Co., New York
gomery, Detroit; George S. Olive, Jr., Geo. S. Olive & Co.,
Indianapolis, Ind.; Richard K.
IBM Corp., New
York; Arthur B. Toan, Jr., Price Waterhouse & Co., New
York; H. G. Trentin, Arthur Andersen & Co., New York;
Richard Vancil, Harvard Business School, Boston; Roger
A. Yoder, Detroit Steel Corporation.
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Banks and S&Ls Share
On Line Data Processing

Facilities in St. Louis

The smallest computer in the new Series 200 line of Honeywell, Inc., is demon
strated above by Claude H. Smith (left), marketing vice president of the com
pany's electronic data processing division, and Walter W. Finke, division pres
ident. The H-120, one of five central processors in the series, is, Honeywell
claims, the lowest-cost full-scale magnetic tape computer system on the market.

rupts and data communications in
terrupts as standard features.
Through Honeywell’s Liberator
conversion capability,
are com
patible with IBM’s 1400 series and
with its 7010. Unlike IBM, which
designed System/360 as a “univer
sal system, usable for either busi
data processing or scientific
computation, Honeywell offers float
ing-point arithmetic and other sci
entific features
options on the
higher-priced models.
The smallest of the central proc
essors, the H-120, provides, Honey
well claims, the lowest-priced mag
netic tape computer system on the
market. At the same time, according
to the manufacturer, it is faster than
many larger machines. The central
processor alone, with a main mem
ory of 2,048 characters and a speed
of 3 microseconds per character,
rents for $860 a month.
The largest processor, the H-4200,
has a main memory cycle time of
188 nanoseconds per character;
memory capacity can be expanded
to more than half a million charac
ters. Up to 64 input-output trunks
make possible the use of a large
variety of peripheral devices. As
many as 16 peripheral devices can

be operated simultaneously with
the processor. Monthly rentals for
the H-4200 central processor are
$9,500 and up.
Priced between these two are the
H-200, whose monthly rental starts
at $1,325; the new H-1200, at $2,200
a month and up; and the improved
H-2200, with rentals ranging from
$3,550 to $11,500 a month.
Peripheral devices available to
combine with the processors include
13 models
magnetic tape units,
five high-speed printers, three types
of operator consoles, mass memory
drums, and 25 single-, multiple-, and
special-purpose communications de
vices. Some these are new, among
them a card reader-punch with an
optical reading and card-position
sensing device, a 450-line-per-minute printer, a low-speed tape drive,
and a communications terminal
(data station) that can read and
punch paper tape, print, read
punched cards, and read documents
optically (see M/S, November-De
cember ’64, pp. 5-6).
Deliveries of the H-2200 and the
data stations are expected to begin
late this year. The other new equip
ment will become available next
year.

https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
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Cooperative computer facilities
are becoming an increasingly popu
lar way for small financial institu
tions to gain the benefits of automa
tion without heavy investment.
Joint ventures have been estab
lished by groups of commercial
banks, savings banks, and savings
and loan associations.
Now two new St. Louis projects
are crossing industry lines. In both
of them commercial banks and
savings and loan associations will
share computer facilities.
Six commercial banks affiliated
with General Bancshares Corpora
tion and 21 independent savings
and loan associations will use a
computer communications system
for on line processing of savings
and mortgage loan accounts. Win
dow teller consoles will be linked
via telephone lines with a Bur
roughs B273 computer at the Bank
of St. Louis, one of the participating
banks.
The system, its sponsors claim,
will be the first in the nation to
process both savings and mortgage
loans on line.
In another novel setup two St.
Louis area S&Ls will have remote,
automated teller terminals tied by
two-way communication lines to
an IBM 1440 computer at the First
National Bank in St. Louis. First
National will handle savings and
mortgage accounting for the asso
ciations.
Similar joint ventures have been
formed by a number of brokerage
firms. The Midwest Stock Exchange
in Chicago has a computerized cen
tral bookkeeping service for its
members, and the New York Stock
Exchange, with the help of the ac
counting firm
Peat, Marwick,
Mitchell & Co., is planning one in
New York.
Meanwhile, National Cash Beg
ister Company has announced plans
to provide on line data processing
services in several metropolitan
areas for S&Ls and savings banks.
Management Services 8
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Teller machines will be connected
to NCR 315 computers located in
nearby data centers.
A New York center, scheduled to
open this spring, will be the first
to go into operation. It already has
contracts with eight savings banks
and one S&L. A Pittsburgh center
slated to start operating in mid-year
has 18 savings and loan clients.
NCR will open similar centers
Chicago, Los Angeles, San Fran
cisco, and Boston over the next 18
months. Other cities will be added
if sufficient demand is developed.
Each center will be able to serve
customers as far away as 300 miles,
the company reports.

More Use of Computer

Time Sharing Forecast;

IBM Expands Service
Computer time sharing, which
gives computer users instantaneous
access to a central computer some
other location, will be the big news
of 1965 in data processing, Dr.
Thomas C. Rowan, vice president
and manager
the Advanced Sys
tems Division of System Develop
ment Corporation, predicts.
The technique’s feasibility has
been proved by experiments at
Massachusetts Institute of Technol
ogy, SDC, and other institutions, he
said. This year, he forecast, “we may
expect to see . . . numerous rental
services for remote access to cor
porate-owned computers on a time
shared basis and organization
Federal and state computer pools
centers into time sharing access sys
tems.”
SDC itself is already serving users
at Carnegie Tech, Stanford Univer
sity, the University of California,
The Rand Corporation, the Veter
ans Administration in Los Angeles,
and the
Angeles Police Depart
ment as well as at SDC offices
throughout the country. It is now
adapting
system to a wide range
of
N. information processing applica
tions.
International Business Machines
Corporation will begin offering time
sharing service from its New York

Published by eGrove, 1965
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Victor makes figurework machines
for small businesses.

And big ones.
You would probably need our 14-column
totaling Premier printing calculator if you
happen to be the Treasurer of the United
States (it can multiply the national budget
nine times). Or, if you own the corner drug
store, you'd be interested in a budget-priced
adding machine or cash register. A good
one. Name any business problem. There's
a Victor figurework machine to solve it.
Quickly. Is it any wonder Victor sells more
figuring machines than any other company?
Find out for yourself. Send the coupon.
Put errors out of business with America's most com
plete line of figuring machines. Victor Comptometer Corpo
ration, Business Machines Group.

VICTOR
3900
ROCKWELL ST.
CHICAGO, ILLINOIS 60618
Please send me a free “ProblemSolver,” prepared especially for my
type of business.
MS 35
Name

Company
.

Type of business

Address

City

State

L_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ J
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Datacenter in the second quarter of
quarter, IBM has just announced,
Input Inadequacies Held
1965 (see M/S, January-February
Westerners will also have access to
’65, p. 12). Subscribers are from
the service via its Los Angeles
Chief Problem in EDP;
cities as far removed from New
Datacenter. Each computer can ac
Blame Is Put on Users
as Cleveland, Washington, New Or
commodate up to 40 subscribers
leans, and Atlanta. In the third
simultaneously.
More failures of electronic data
processing systems are caused by
input problems and inadequacies
than by any other single factor,
Mumford Miller, Jr., national direc
National Retail Merchants Association Offers Members
tor of systems and procedures for
Standardized Nationwide Data Processing Service
Sears, Roebuck and Co., told the Ad
ministrative Management Society’s
nationwide data processing sys
nox and Lennox either by Datarecent international conference in
tem utilizing the experience and
Phone or special delivery air mail.
New York.
computer facilities of a New York
Assuming that these conditions are
Computer errors, he said, are
City CPA firm, Lennox and Len
met, delivery of all reports within
most often the result of input errors.
nox, of Staten Island, has been es
48 hours can be guaranteed.
Scheduling difficulties are mainly
The NRMA has worked out a sys
tablished by the National Retail
created by input data, and control
tem
staggering transmission of
Merchants Association. It is, NRMA
problems occur chiefly in the input
claims, the first such cooperative
data from all participating stores so
phase of a system.
program ever attempted in any in
that the workload of the computer
Most input equipment, Mr. Miller
dustry.
will be even and bottlenecks will not
declared, is “behind the times in re
Basically, the new system, which
develop.
lation to the computer equipment”
is designed primarily for stores too
Individual stores are left free to
used with it. “At the moment, our
small to consider owning their own
make use of any standard make
knowledge of and abilities in the in
computer, requires a store to cap
of electronic accounting machine
put phase are ... at least one gen
ture data on its own operations in
equipment that is compatible with
eration behind those of the other
machine-sensible form (primarily
standard make computers.
phases of data processing.”
punched paper tape). The informa
A standardized package of six
tion is then transmitted to Lennox
basic merchandising reports was de
Quick solution important
and Lennox, which processes it on
veloped by an NRMA committee.
its own computer and sends back
Unless something is done about
Budgeting and accounting reports
hard copy management information
this problem, Mr. Miller warned, it
are being designed.
to participating stores.
is likely to grow. “The importance
All stores participating in the pro
NRMA spokesmen say the new
of input as the key to output be
gram will be required to furnish the
plan makes EDP practicable for
comes even greater when on line or
computer center with data for two
stores doing as small a business as
real time systems are involved. Ex
basic reports: a weekly sales report
$1.5 million annually. They point
and a monthly sales and inventory
cessive conditions of error will be
out that it offers the smaller store
particularly
injurious to such sys
report. Four other reports are op
the detailed and comprehensive
tems,
as
the
errors
will usually flow
tional under the NRMA system: a
deeper
into
the
system
before being
controls available to larger stores
six-month summary of inventory,
detected.
By
this
time
they
are more
with their own EDP facilities.
shortages, and turnover; a season
Lennox and Lennox has for some
costly to correct than they usually
merchandise planning report; an
are in batch processing systems.”
time performed similar data proc
open-to-buy report; and a unit con
Furthermore, Mr. Miller pointed
essing work for stores in the New
trol report.
out, profit from EDP systems is af
York and New Jersey metropolitan
All NRMA member stores are
fected more by input costs than by
area as well as for other local com
eligible to share in the new data
any other cost element. As com
mercial concerns.
processing system. Further details
puters have increased in efficiency,
Many individual stores have
may be obtained from Seymour Hel
the cost of generating input to the
worked out similar arrangements
fant, manager, Smaller Stores Divi
system has become a larger and
on an individual basis with proc
NRMA, 100 West 31st Street,
larger proportion of the total sys
essing centers in their own localities.
New York, N. Y. 10001. For a de
tem cost, probably averaging more
However, according to the NRMA,
scription of Lennox and Lennox’s
than 50 per cent today. As computer
use of its centralized program will
data processing operations, readers
costs decrease and labor costs rise,
can see “The Accounting Service
cost a store 50 to 75 per cent less
input will be an ever increasing part
Bureau: One CPA Firm’s Experi
than an individual program would
of the total.
cost it.
ence,” The Journal of Accountancy,
In large part, Mr. Miller said, the
Data will be transmitted to Len
November, 1964, page 49.
https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
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blame rests on the computer users
rather than on the manufacturers.
“Our systems people seldom learn
input techniques in great detail. The
result is usually insufficient develop
ment of input requirements. . . .
Weto
have not defined our needs ade
quately. ... We are not critical
enough of the products on the mar
ket. ... We don’t always take into
account, during systems design, the
capabilities and limitations of avail
able equipment.”
Pending improvements
input
hardware, Mr. Miller had these sug
gestions for users:
Place responsibility for good in
put on sources. Select and train
personnel properly and control the
working environment of the input
activity. Provide good lighting, ven
tilation, temperature control, sound
conditioning, even background mu
sic.
Design forms and punched cards
carefully. Be particularly careful in
developing input for paper tape and
for character-reading devices. When
practical, utilize devices and tech
niques that make it possible to pre
pare machine language information
as the source document is being pre
pared. Design the system for detect
ing and correcting significant errors
that may occur.

Firm Offers

Answer

Questions about COBOL
The research and data processing
of C-E-I-R, Inc., is offering a
new service to users
COBOL
(Common Business Oriented Lan
guage), the generalized near-Eng
lish programing language.
At a flat rate of $10 each (hence
the name of the service: COBOL
Sawbuck Service), C-E-I-R will an
swer questions about the use of
COBOL. Normally the answer can
be given within one day after re
ceipt of the inquiry. Questions
should be sent to William Knox,
C-E-I-R, Inc., 1200 Jefferson Davis
Highway, Arlington, Virginia 22202,
or telephoned to him at 703-6846377, extension 540.
Published
by eGrove,
March-April,
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Manufacturer’s Computer

Fails

Wipe Out Jobs

In Middle Management
For several years middle man
agers have been hearing dire pre
dictions that the computer will wipe
out their jobs by automating de
cision making. So far there is little
evidence that this is happening.
Consultant Ernest Dale found no
such trend, at least while computers
are still being used primarily to
speed up routine work (M/S, Sept.Oct. ’64, p. 7). Now another study,
by Hak Chong Lee, assistant pro
fessor
management in the School
of Business Administration at the
State University of New York at
Albany, echoes his finding.
Mr. Lee analyzed changes
clerical and managerial manpower
in a Midwestern shoe manufacturer
that installed a computer for use
in merchandising and production
planning.
In three operating departments
affected by the changeover, 62
clerical workers and 6 managers
were released or transferred while 2
managers were added. All those let
go were people whose functions had
been eliminated by the computer.
In the data processing department,
however, 30 clerical workers and 14
managers were added.
Thus, for all four departments,
clerical manpower decreased by
about one-fifth and managerial
manpower increased by about the
same proportion. After the compu
ter installation managerial manpow
er constituted more than one
fourth of the work force, compared
to less than one-fifth before.
Over
Mr. Lee concludes in
an article in the Academy of Man
agement Journal, the advent of the
computer expanded rather than re
duced the managerial work re
quired in the company. “There is
no evidence in these findings,” he
says, “to support the observation
that information technology will
bring a greater proportional reduc
tion in managerial than in clerical
manpower.”

WHAT’S A
PERFORATOR?

This kind punches holes you can read
marks legible information on many sheets
of paper in a single stroke.
Most models actuate automatically from
insertion of papers being marked.

ARE THEY USED?
FOR SPEED! There’s no faster method of

marking repetitive information on mul
tiple papers. Examples: Dating incoming
mail, indicating papers have been proc
essed, coding labels, and hundreds of
similar functions.
FOR PERMANENCE! You can’t erase a
hole. Perforating is the only sure way to
permanently deactivate documents with
out destroying their record value — the
only way you can be sure that all pages
of multi-page authorizations are can
celed. Examples: Canceling checks,
vouchers, invoices, other authorizations.
FOR SECURITY! Perforated markings are
much
to imitate than stamped,
imprinted or written inscriptions — and
the perforating machine itself can be
kept under rigid control by several meth
ods. As a result, perforation is the most
practical means (and usually the most
convenient) of
orders, author
izations, credentials, etc. Examples: Con
trolling shipping authorizations to assure
billing, validating purchase orders, and
inscribing similar final approvals.
FOR INEXPENSIVE AUTOMATION! Devel
opment of photoelectric readers that
automatically read perforated characters
on business forms make this
lan
guage — legible to both people and ma
chines—the most practical input to com
puters for many types of transactions.
Examples: Filling in payment coupons,
money orders, receipts, requisitions, etc.
For further information on
how Cummins Perforators
speed processing and im
prove controls in any sys
tem, write for free booklet,
“When the Problem’s
Paper Handling.”
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The 1130 uses microelectronic
circuits similar to those employed
in the System/360. Programs writ
ten in FORTRAN for the 1130 can
be run on the System/360 provided
the less expensive system uses the
same type of peripheral equipment
available
the 360.
First deliveries
the 1130 are
scheduled for the fourth quarter of
this year.
Compatibility demonstration

One of the features of International Business Machines Corporation's new I 130
computing system is a disk cartridge (lower right) that can store more
a
million characters of information. Monthly rental of the desk-sized 1130
begins at $695, making it the lowest-cost computer IBM has ever introduced.

IBM

Out the Lowest-Priced Computer System

Its History, Renting

Less Than $1,000 a Month

Preparation of newspaper, maga
zine, and book copy for automatic
typesetting;
Development road, bridge, and
tunnel designs for engineers;
Use
critical path techniques in
scheduling construction projects;
Accounting for delivery route op
erations of bakeries, dairies, and
other distributors; and
Balancing electrical load flows for
public utilities.
More than 50 application pro
grams in these and other fields have
Applications
already been developed by the man
Specific activities that can be con
ufacturer and will be offered with
trolled by the 1130 include the fol
out charge to anyone renting
lowing:
buying the 1130.
https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
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IBM announced last month a new
computer which will rent for less
than $1,000 a month. The new 1130
system is the least expensive ever

offered by the company.
Although it is primarily designed
for engineering, scientific, and math
ematical use, its range
peripheral
units allows applications in publish
ing, construction, finance, manufac
turing, and distribution, the com
pany says.

for

Rumors persist in the electronic
data processing industry that early
development of the 1130 was
spurred by the increasing competi
tive pressure being put on IBM, the
industry leader, by rival concerns.
Another indication that such pres
sure might be growing heavier was
a demonstration by IBM of the com
plete program compatibility be
tween its new System/360 and its
currently popular 1401 processor.
Typical 1401 programs gathered
from more than 80 United States,
Canadian, and Swedish installations
were run at Endicott, N. Y., on a
360 Model 30 at higher speeds than
were possible on the 1401.
More than 100 programs written
for 1401 computers, including a
mutual fund capital gains analysis
from the First National Bank of
Jersey City, a payroll from the City
of Los Angeles, and a tax debiting
routine from the Swedish census
bureau, were run last month on the
Model 30, without adaptation or re
programing.

Burroughs Adds B200,
To Be Available in
Burroughs Corporation has ex
tended its electronic data processing
line by introducing a new computer,
the B300, for delivery in June.
According to the company, the
B300, which can use B200 programs
without modification, has a central
processor with a memory size up to
four times that of the B200.
The B300, which is organized
around a disk file memory, can be
12
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used for on line-real time systems. It
is offered with a full range of pe
ripheral units, ineluding 1400-eardper-minute punched card readers
and 1040-line-per-minute printers.
For use in bank operations, Bur
roughs also offers a 1600-line-perminute lister with eighteen tapes,
and a magnetic ink character recog
nition sorter-reader which can dis
tribute 1565 checks a minute into
sixteen categories. A new threespeed magnetic tape drive permits
interchange of tapes between the
B300 and “most other processing
systems
current use.”
The B300 is modular in design so
that it can be adapted
fit indi
vidual needs.

Additional Views Offered
As to Automation’s Effect
On Over-all Employment
A “positive” national automation
policy
encouraging technological
progress while attacking the “real
causes ' unemployment was urged
by Ray R. Eppert, president
Bur
roughs Corporation, last month in
an address before the annual con
ference of the National Association
of Mutual Savings Banks.
The bankers’ meeting was held
in New York City.

Clearing house

NCR Introduces Group
Of Modular Computers
National Cash Register Company
has introduced a group
low-cost,
modular computers, the Series 500,
designed to bridge the machine gap
between existing accounting ma
chines and electronic data proces
sors.
Minimum cost for a complete
Series 500 system is quoted by the
manufacturer at $765 rental a
month. The most comprehensive
assortment of machines will rent
for $2,500 a month, according
NCR.
Since all units are modular (units
built on a principle allowing flexible
assortment of machines
varying
capacities and capabilities), any
system can be readily expanded as
needs grow.
Series 500 processors accept as
input punched paper tape, punched
cards, optical type font, magnetic
ledger cards, or control console
entries. Output can be in the form
of magnetic ledger cards, punched
cards, punched paper tape, or hard
copies.
Basic memory size of the smallest
version of the internally stored mag
netic core alphanumeric processor,
which is the control center
the
system, is 2,400 characters. Largest
size is 4,800 characters.
Published by eGrove, 1965
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Mr. Eppert proposed a six-point
program, including something like a
nationwide computerized employ
ment clearing house. “Today,” he
said, “the tools of automation, prop
erly applied, could furnish the ca
pacity match job seekers with job
opportunities on a national scale,
and this should be our objective.
The cost
dollars and human dig
nity to train and assist a man and
his family—if they wished—to move
a productive job in another loca
tion would be less than to keep him
living at a subsistence level where
no job is available.”
Instead of making automation the
scapegoat for unemployment, Mr.
Eppert suggested, “we should
through a large-scale and unified
research effort, the real causes of the
various types
unemployment.”
His other recommendations were
for educational techniques to “shape
human resources to fill the needs of
our times”; tax policies to encourage
business spending; “unqualified sup
port of productive technological
change and automation” by leaders
of business, labor, and government;
and closer cooperation among these
groups to make the most of the op
portunities
automation.

COMPUTER
SCHEDULED
MAGNETICALLY

■ Keep your computer running—Not
idle.
■ Schedule
6, 10, 15 & 30 min.
cycles, for daily, weekly or
monthly periods.
■ Know in advance when slack
periods or heavy work loads are
coming.
■ Make changes & additions im
mediately.

■ Every hour saved saves you $20$40-$60.
Write for free brochure #MGMT-3

Methods Research Corp.
37 Willow Ave., Staten Island, N. Y. 10305

Protect Your Copies of

MANAGEMENT
SERVICES
BINDERS—A special binder is avail

able to protect your copies of Manage
ment Services. Sturdily constructed
attractively labeled, the binder will hold
up to six issues
may be removed
and replaced easily.
$3.00

BOUND VOLUMES — Subscribers
may now wish to have their copies
of Management Services permanently
bound for reference purposes. The first
six issues
be attractively bound in
gray buckram with blue stamping bear
ing the title of the magazine, volume
number
dates. Prices
as Follows:
IF YOU SUPPLY MAGAZINES
IF WE SUPPLY MAGAZINES

$3.50
$11.00

Popular fiction

Mr. Eppert attacked the “popular
fiction” that automation “is destroy
ing anywhere from 2,000 to 40,000

AMERICAN INSTITUTE OF CPAs
666 5TH AVE.

NEW, YORK, N. Y. 10019
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jobs per week in this country. . . .
The fact is that there exists no reli
able evidence for the nation as a
whole concerning the net number
of jobs being eliminated by automa
tion. There is little likelihood of our
getting such information in the near
future because jobs are seldom
eliminated or created because
any one factor.”

No single entity

Another popular fiction chal
lenged by Mr. Eppert was the pic
ture of automation as “a single,
once-and-for-all kind of thing.” Ac
tually, he pointed out, automation
is not a single entity. It can range
from a computerized payroll proc
essing setup to a multi-million-dol
lar process control system. Thus,
automation “will never be ‘here’ in
the sense that no further progress
in technology of production, con
trol, or computation is possible.”
Virtually no major industrial com
plexes in this country have been
completely automated, Mr. Eppert
pointed out. Even where complete
automation is technically possible, it
is not economically feasible.

b creation

Are we going to say that the $100
billion spent on research and devel
opment over the last decade has
been a waste of money—that we
should have been content with
things as they were in 1955?”

More jobs

In another development, a group
of companies now using automation
in their own operations expect the
technique to increase the total num
ber of jobs throughout the country
within the next five years. But there
is one catch: They expect these jobs
to be created in somebody else’s
company.
The Manpower Research Council,
a nonprofit research organization
sponsored by the temporary help
firm of Manpower, Inc., surveyed
more than 200 personnel and indus
trial relations directors of corpora
tions employing a total of 824,772
persons. Over all, 43 per cent said,
automation will increase U. S. em
ployment. Decreased employment
as a result of automation was fore
cast by only 28 per cent; 29 per cent
thought automation would have no
effect on employment.
Yet this rosy picture dimmed con
siderably when the personnel men
got down to their own businesses.
Only 29 per cent expected automa
tion to increase the total number
of jobs in their own industry; 36 per
cent foresaw the opposite effect.
They were even less optimistic
about their own companies. Thirty
eight per cent expected automation
to decrease the total number of jobs
in both office and production areas;
only 22 per cent saw it expanding
production jobs and only 21 per
cent, office

Furthermore, Mr. Eppert re
minded his listeners, automation
also creates jobs. The
S. Depart
ment of Labor expects computers to
create 8.4 million more jobs by 1970.
Already job expansion “has been
greatest among those larger com
panies . . . who can afford to use
and develop automation equip
ment.” Between 1956 and 1963 the
total employment of the 500 largest
corporations increased 11 per cent.
In the highly automated Bell
tem, employment has grown by
Company experience
more than 150 per cent since 1924,
This pessimism was the more sur
while total population has grown
prising in view of the automation
by only 70 per cent.
experience reported by the person
“The real danger facing our econ
nel men. In 65 per cent of the com
omy today is not automation,” Mr.
panies total employment had grown
Eppert declared. “Rather, it is the
in the past five years. Other factors
possibility that we might fail to take
had more than offset any reductions
complete advantage of every oppor
resulting from automation. New
tunity for technological progress
which is economically feasible. . . .
products got the credit for this
https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
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expansion in 29 per cent of the com
panies; new services, in 22 per cent;
and increased research and engi
neering, in 19 per cent.
Furthermore, 75 per cent of the
companies surveyed added new jobs
directly related to automation dur
ing the past year, and 28 per cent
of them are short of personnel in
some of these job classifications,
chiefly those of computer programer
and systems analyst.
Their most common areas of auto
mation activity during the past year
were accounting, payroll processing,
record keeping, sales analysis, and
materials handling. Their plans for
expansion of automation include
principally inventory control, bill
ing, sales forecasting, and informa
tion retrieval.

Factory-Style Incentives

Endorsed for Office Use
Few companies have extended
factory-type incentive plans to their
office forces. If they did, they could
greatly increase office productivity.
These are the major findings of
a recent survey conducted by the
Administrative Management So
ciety and the University of Wiscon
sin Center for Productivity Motiva
tion. Of the 648 companies sur
veyed, only 17 used incentive plans
based on piece work, time study,
production bonus, or other factorystyle measurements in the office.
Nearly two-thirds had no office in
centive plan at
Sixteen per cent
reported merit increase plans, and
another 16 per cent used group in
centives, mostly profit sharing plans.
The handful of companies using
incentives based on actual perform
ance records reported good to excel
lent results in improving productiv
ity. In contrast, most of the com
panies that used merit increase or
profit sharing plans could not prove
their value. They were unable to
provide cost data indicating higher
productivity. Those few who could
produce such data found deferred
payment profit sharing plans more
effective than cash plans.
14
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Simulation, the mathematical representation of a sys
tem designed
allow experiments with changes in
its elements, has proved itself in several types of
problem solving. Here it is applied
finance—

SIMULATION IN FINANCIAL PLANNING
by E. N. Khoury and H. Wayne Nelson
Burroughs Corporation

the mathematical
representation of a system in or
der to see how a change in one
its elements will affect the others, is
—at least potentially—one of the
most powerful tools of operations
research. It is finding increasing use
in the solution of military and pro
duction problems.
In the financial area its applica
tion is less well known. Simulations
of economic and financial processes
have been employed mainly as re
search and teaching aids. Little has
been done to develop simulation
techniques to improve precision and
response in the financial planning
process within the corporate struc
ture.
At Burroughs we have been ex
perimenting with a simulation of the
financial structure of the entire com
Published by eGrove, 1965
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imulation,

pany. Our experience thus far has
convinced us that this technique can
provide management with an effec
tive new planning tool.
This article, based on that experi
ence, discusses the development of
a financial simulation model struc
tured around traditional accounting
reporting practices. It emphasizes
(1) the understanding of the busi
ness processes necessary to structure
a useful model, (2) the model
a
mirror of corporate policy, (3) the
values and pitfalls in the use of a
simulation model, and (4) certain
methodological issues involved.
Simulation

Whenever the logical relations be
tween the elements in a structure or
a system can be quantified or ex

pressed in measurable terms, a
mathematical representation of
these relationships can be formu
lated. The set of all these formal
statements is then a model of the
system. When we manipulate this
model, the technique is called simu
lation. (This definition lacks the
precision that the professional oper
ations researcher would require, but
it is adequate for the needs of the
financial executive.)
As a tool applied to management
problems, simulation is compara
tively new. Its development and ap
plication are closely tied to the de
velopment and application of com
puter technology. It has been used
to study complex problems in mili
tary strategy, traffic control, ma
chine loading, and process control
that do not lend themselves to solu

13
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tion by mathematical programing
and other optimization techniques.
Because simulation has generally
been applied to the nonfinancial
aspects of business, many financial
executives are as yet unaware of it.
Yet simulation has proved to be a
powerful tool when applied to the
planning process.
In almost everything we do the
ultimate test of the adequacy
our
decisions is the test
reality. But
today business can seldom afford
the luxury
testing the conse
quences
major decisions in the
real world. Rather than determining
the flight characteristics
a pro
posed missile by building and
launching it, we now first simulate
its performance on the basis
its
design characteristics. In this way
we can experiment without incur
ring the full cost of failure.
Similarly, in his role as planner,
the executive is well aware of the
magnitude of his investment de
cisions and the difficulty (sometimes
the impossibility) of systematically
evaluating all alternatives available
to the company. He is also aware
that he has at his disposal finite re
sources that have to be allocated
among competing demands. Simu
lation techniques allow the busi
nessman to examine the probable
consequences
his decisions with
out the risk of real-life experimen
tation. They allow him to test the

effects of his decisions on the whole
corporation before these decisions
are implemented.
Computers shorten the computa
tional time period and thus permit
repetitive use of the simulation
model. This ability
the computer
compress the time needed to test
the results of decisions makes ex
perimentation much easier.
Management science

Simulation is,
course, only one
of a number of new mathematical
techniques whose use has been fa
cilitated by the availability of com
puters. During the past decade we
have seen a growing recognition by
management of its need for newer
and more sophisticated planning
tools. Operations research and other
techniques now frequently referred
as management science have
emerged to help satisfy that need.
They are contributing new skills
aid management in meeting the
complexities of the decision making
process.
Not too long ago it was unusual
to find a mathematician or statis
tician working in management. We
had grown accustomed
his pres
ence in the engineering department
or the research laboratory, but we
were surprised when we found him
attacking such operational prob
lems as production scheduling

Simulation
allow
businessman to test the effects of his decisions
before they are implemented—without the risk of real-life experimentation.
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inventory control. Now we even see
him contributing to the financial
planning function in such areas as
capital budgeting, sales forecasting,
and investment analysis. We see
operations research and manage
ment science departments on the
organization charts
many of our
more progressive companies.
These professions, like all others,
have developed their own charac
teristic approaches, methodology,
tools, and techniques—decision the
information theory, linear and
dynamic programing, and network
analysis as well as simulation. These
are now being applied to an increas
ing array
complex business prob
lems.
Many of these techniques
significant potential for use in finan
cial planning. Simulation is partic
ularly useful in this area because it
can be applied to problems that are
complex and have too many
variables to be reduced to optimiza
tion formulas. That is the reason we
chose the simulation approach at
Burroughs. It seemed to us the only
means by which we could cope with
the complexity of the financial plan
ning process
the level
detail
deemed essential while retaining the
inherent flexibility needed to ac
commodate change.
Simulation model

A financial simulation model can
be defined as a formal statement of
the relationships among the ele
ments of a company’s financial
structure. The diagram on page 15
illustrates what we term the “ac
counting dependencies” within the
corporate structure of Burroughs.
It has some similarity to our organ
izational pattern in that the ele
ments on the chart represent units
management responsibility and
managerial control, but they are not
necessarily described in their or
ganizational hierarchy. The figure
reflects one aspect of our account
ing practice—the way we consoli
date. As such, it defines the frame
work of our financial model.
Two key points
our concept of
financial simulation are illustrated
16
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The "accounting dependencies" diagramed above define the framework of the model.

by this figure. The first is the con
cept
modular construction. The
total Burroughs model is actually a
set of sub-models, one for each of
the management units shown. Spe
cifically, we constructed individual
models for each
these manage
ment units, expressing their output
accounting terms, and aggregated
this output to produce the account
ing consolidations indicated.
This design gives us the ability to
identify and summarize the activi
ties of each major corporate man
agement unit. In addition, we can
vary the form and level of detail
between organizational units as a
function of their inherent charac
teristics and their contribution to
the planning process. Finally, the
modular construction provides us
with great model flexibility; it fa
cilitates the introduction
worth
while change to the program.
The second point we mean
illustrate
the figure is that there
is a logical sequence that must
be followed. This sequence depends
on the structure the business. The
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output of certain models forms the
input for others. The relationship
thus created reflects the interplay
between divisions. The ordering of
the models is of prime importance.
If the model is to be an effective
planning
it must explicitly re
flect cause and effect both within
the specific business process and
between the business and the mar
ket
which it participates. In de
fining cause and effect in the model
there are two considerations—the
inter-model relationships and the
intra-model detail. The former re
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Because of the complex interaction among the manufacturing facilities, any
decision that affects demand influences each of them in varying degrees.

model complex. The marketing di
vision models constitute the primary
demand source within the total cor
porate model. The manufacturing

divisions constitute the principal
production source and capability
since we make what we sell. Be
cause the marketing divisions are
organized on a geographic basis and
within their respective marketing
areas handle the full product line,
there is no direct inter-divisional re
lationship influencing the ordering
of the marketing models. On the
other hand, the stimulus for the
manufacturing division models is
the output of the marketing models.
Here—given policy as to desired in
ventory and capacity constraints—
production levels and manufactur
ing expenses are determined. The
cost penalties of constraints (and
of constraints masquerading as pol
icies ) can also, often, be deter
mined. This creates opportunity to
assess the value of making changes.
The models must specifically de
scribe the form in which marketing
demands are translated into produc
tion requirements both as a direct
functional relationship, acknowledg
ing the explicit interplay of com
pany policy, and in terms of the
time transformation represented in
this relationship. The output of both
the marketing models and the man
ufacturing models provides input to
the “management” model where we
determine financial capacity, taxes,
etc.
A complex interaction exists
among our various manufacturing
facilities. While they are each pri
marily identified with a specific

product, each acts as a sub-contrac
tor for assemblies, sub-assemblies,
or parts to the other manufacturing
facilities. Obviously, with this type
interaction any decisions made
by the marketing organizations
which affect demand rate will in
fluence in varying degrees each
the manufacturing divisions, even
though the decision might affect
only one product in a wide product
line. In order to create a useful
planning
the development of
the sub-models must explicitly in
clude a formal statement of this
inter-model cause-effect relation
ship.
In the Burroughs Financial Simu
lation Model the manufacturing in
ter-divisional relation is accom
plished by having the demand for
all product lines carried to each
manufacturing unit, even though
they are primarily product organ
ized,
order to acknowledge this
inter-divisional relationship. The
model itself does not allocate total
capacity among products so as to
maximize production efficiency. In
other words, the production sites
for the various products have been
predetermined for any simulation
run. If capacity
a given produc
ing unit will not satisfy the gen
erated demand, both primary and
secondary, we do not automatically
adjust the demand. Rather we de
termine the imbalance and generate
a report which states the deficiency
in terms of demand lost or added
capacity required to satisfy the de
mand input.
During the development of our
model we found it expedient to view

https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
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the cause-effect relationship we have
just illustrated in a serial fashion.
A better understanding is obtained
by viewing the process as contin
uous rather than as sequential. The
marketing demand interacts in the
manufacturing sectors with capaci
ty constraints and inventory policy
to generate a production require
ment. When this production re
quirement is accepted and met,
goods are provided to marketing to
satisfy the demand. Pricing and
other marketing policies then de
termine revenue potential. This,
turn, affects the capital position and
debt level of the firm. The capital
position in turn defines the limits
for the marketing activity. The
financial simulation model must re
flect this feedback relationship ex
plicitly or have some check and bal
ance features incorporated to assure
reasonable constraint.
Effects of input change

To illustrate the level
detail
which we felt necessary to reflect
in the simulation structure, we will
trace the impact
a hypothetical
change in input to our simulation
model. Assume that we desire to
evaluate the aggregate impact
a
change
sales manpower in one
of our marketing divisions. We have
structured our demand forecast to
be a function of the amount of di
rect sales manpower and a produc
tivity function. In addition to eval
uating the impact of the proposed
manpower change through the re
lationship just identified, we explic
itly evaluate the impact of the deManagement Services18
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The simulation model must reflect feedback relationships explicitly or
incorporate check and balance features to assure reasonable constraint.

mand change on equipment and ser
vices revenue, cost
sales, and fin
ished goods inventory. The impact
of the demand change together with
an inventory policy allows us to de
termine the resultant production re
quirement. This production require
ment is an input in determining the
in-process inventory. The determi
nation of the production in-process
activity provides the necessary stim
ulus for the determination of the
sub-assembly and part manufactur
ing requirements, which in our mod
el interact throughout the whole
manufacturing sector. We must fur
ther relate this activity to
effect
on variable, semi-variable, and fixed
costs of manufacturing, which col
lectively affect the burden absorp
tion functions. Marketing expenses
and commissions, freight and ship
ping costs, and interest expense will
be affected. The change will affect
the tax provision, after-tax profits,
March-April,
1965
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accounts receivable, and liabilities.
It will affect the equity section since
dividends and retained earnings are
both functions of net income. In
deed, it will be essential to evaluate
the magnitude of funds required
carry out the suggested program
which in itself has a feedback to
marketing, where we began the il
lustration.
Process vs. policy

Two categories of causative ac
tion are involved—one a function of
the physical process, the other a
matter of corporate policy. The es
tablishment of an appropriate train
ing pipeline to support a desired
sales force represents a cause-effect
relationship that is related to the
“physical process” of the operation
of the corporation; it also illustrates
the introduction
a balancing and
control mechanism on the marketing

assumption. On the other hand, the
inventory policy, which affects pro
duction requirements, is a reflection
of corporate policy.
There is no pat answer to the
choice
level of detail which must
or should be represented within the
simulation model. Nevertheless it is
important that those specific consid
erations to which system perform
ance is sensitive be separately iden
tified and treated within the models.
Certainly,
aspects
policy
should be separately identified. The
aggregation of details not only
masks their individual impact but
makes it difficult to use the results of
the simulation; through lack of de
tail, precise responsibility for a
change is unknown. Either condi
tion makes it difficult to interpret an
output
a simulation run for plan
ning purposes. In creating a useful
planning model, prudence cautions
against presenting too much detail,
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but an
of detail is preferable
to over-aggregation.
We have discussed the kinds of
effects on the corporate plan caused
by introducing a single change of
input to the marketing division sub
model. We have mentioned the
complex functional relationships
that are affected throughout the sys
tem. It is important to re-emphasize
that the complexity of this relation
ship is not only a functional inter
action but is also compounded by a
time dimension; the nature of the
relationship explicitly changes as
time passes. For example, expendi
tures for research and development
are not expected to produce revenue
in the same period. These expendi
tures are investments in future reve
excess
nue. We could term R&D a “lead”
factor. It is important that we know,
or make assumptions about and test
the sensitivity to, the exact form of
this time translation. On the other
hand, administrative expenses may
follow changes in revenue and thus,
certain instances, could be classed
a “lag” function. In many situa
tions the semi-variable costs in the
manufacturing sector show “asym
metric” properties relative to
changes in production volume. That
is, changes in semi-variable costs
may lead changes in production vol
ume when they are increasing but
lag changes in production volume
a down trend. These relationships
must be derived. Their specific form
is in most instances unique to a par
ticular
It is essential that the
relationships
used in the model be
An accurate model requires rigorous
study of the corporation's processes.
adequately representative of the
corporation’s own processes.
A financial simulation model must
not only reflect cause and effect
within the firm and between the
firm and its market. It must also be
logically consistent with the finan
cial practices of the firm and be a
true representation of management
policies and plans. These relation
ships are not simple—they are not
God-given. To establish an ade
quate representation that will assure
an effective planning tool requires a
rigorous and continuous study pro
gram within the firm.
So far in our discussion we have
https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
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used some language that may be
peculiar to Burroughs’ operations.
It is not our intent, however, to
emphasize our unique operating
characteristics. The most important
point is this: Since we have unique
characteristics in our operations,
our model must be structured to
acknowledge and represent them.
Furthermore, we are not unlike any
other dynamic organization. The
interactions within our corporate
structure are complex. The relation
ships are varied. The importance
the planning process to our opera
tions forced us to seek new tools. In
order to use simulation techniques
effectively, we had to establish a
program which would result in a
better understanding of our business
in order that we could identify and
quantify the essential cause-effect
relationships and assure a realistic
representation of management pol
icies and their effect on the firm.
Uses of the model

Because of the complexity of the
interactions that take place within
the
it is difficult if not impos
sible for a human to think through
all of the ramifications in the sys
tematic form demanded for proper
planning. Without the assistance of
the simulation technique, we would
have an overwhelming computa
tional task and a very nasty com
munications problem in trying to re
spond to today’s demands for plan
ning information. The simulation
model lessens the communications
problem through the definition and
quantification of the relationships
within the system. We cannot em
phasize too strongly that you must
be honest with yourself; you must
learn about yourself and the way
you do business; you must explicitly
define and quantify the relation
ships applicable to your operation
and your business. Otherwise a
simulation model will produce un
interesting irrelevant or erroneous
information.
Our experience has verified that
financial simulation can add a new
dimension to the planning process.
Simulation provides flexibility by
Management Services
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making it possible to generate a
in the system and has considered
number of different plans quickly,
these in the development of his pro
easily, and cheaply. By forcing man
jections. At the same time, however,
agement to define and to quantify
he has been hampered by the re
the relationships existing within the
strictions placed on him by compu
system and the interactions among
tational limitations. He has had to
its elements, it brings into clearer
ignore variables and relationships
focus the hidden determinants of
that he knew were important, sim
policy and practice. By making
ply because they could not be con
automatic the process of tracing the
sidered with the time and manpow
effects of decisions throughout the
er resources he had available. He
system, it
the problems of
has been curious about the effects
communication that exist within any
of altering certain basic assump
dynamic and diversified organiza
tions but has never been able to test
tion. By integration with manage
more than a few alternatives.
ment information systems, it pro
Today, burdened by increasing
vides the potential for the develop
demands from top management,
ment of feedback control systems.
faced with more complex systems
The following are some examples
to analyze, and operating within
of the uses we have made of our
the complex organizational and
financial simulation model:
communications structure of a di
versified corporation, the financial
analyst needs the assistance that the
At the division level
The financial analyst needs
technique of simulation can give
1. To learn the combined influ
him. Through the use of simulation,
ence of independent decisions
the assistance that
he acquires the potential for doing
2. To improve decision making
his job the way he has always
ability:
the technique of simulation
wanted to do it.
a. To enforce discipline
through formal relationships
can give him.
b. To allow the testing
Dos and don’ts
independent decisions
Through the use of
c. To point out problem areas
Now that we have examined the
simulation, he acquires the
d. To point out some incon
concepts of a financial model and
sistent areas in decision making
seen how financial simulation con
potential for doing his
3. To allow divisions to make
tributes to the planning process, it
several test runs before preparing
may be helpful to summarize what
job the way he has always
their detailed forecasts
we have learned about setting up a

At the corporate level
1. To learn the effect on the cor
poration of a proposed divisional
plan
2. To evaluate divisional “profit
plans” and study alternative plans
with respect to:
a. Growth objectives
b. Asset management
c. Profit maximization
d. Cash flow
3. To evaluate corporate decision
alternatives
4. To prepare long-range finan
cial and debt management plans
Clearly, financial simulation in
creases the effectiveness of the finan
cial analyst. The responsible analyst
has, of course, always been aware
of the interactions among elements
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simulation program and the steps
that must be taken in its implemen
tation.
Construction of a model is an ex
pensive, time-consuming process
and requires the cooperation of mid
dle and some lower management
across the organization. Without
the active interest and participa
tion of top management, the project
is doomed to failure from the start.
This fact is of primary importance.
A second ingredient essential to
the success of the project is the joint
participation of the operations re
search or management science staff
and the corporate financial analysis
group in the development
the
model. This inter-disciplinary ap
proach is necessary to provide a
balance between simulation tech
nique on the one hand and financial

wanted to do it.
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actually mirrors the corporate finan
logic and knowledgeability on the
cial structure and that it truly re
other. In our case the operations
flects the effects of policies, plans,
research man acted as the hub of

and actions.
the simulation team. At the same
A financial model must be dynam
time, participation by financial anal
ic in nature. It must be periodically
ysis guaranteed that the operations
reworked in order to improve the
research techniques were not ap
precision with which functional re
plied in a vacuum but were kept
lationships are stated, to incorporate
within the bounds of logical and
the organizational changes that oc
meaningful financial relationships.
cur in any dynamic organization,
A fine measure
success of a
and to reflect changes in accounting
financial simulation program is its
practice which could lead either to
actual use by management
the
changes in established relationships
planning process. If executives’ par
or changes in the accounting struc
ticipation has been enlisted in the
ture of the model.
development of the model, they will
A simulation model, like anything
become knowledgeable concerning
else in life, can always be improved.
the nature and use of the approach.
We can simulate, test, modify, and
They will understand how the mod
simulate again, until we get as close
el works, how to use the model to
to reality as we wish. However, in
simulate various policies and plans,
expending this effort, we should try
and how to interpret its output. This
to strike a happy and acceptable
understanding on the part of man
balance between realism on the one
agers and their willingness to par
hand and cost, time, and complexity
ticipate adds realism to the model
the model on the other.
and facilitates its acceptance as
In guarding against over-simula
official corporate planning tool.
tion, however, we should not go to
In developing a model, it is nec
the other extreme of oversimplifica
essary to examine a multitude of
tion.
For then the accuracy and the
data. Sound research and financial
realism
the model are destroyed,
logic are required in order to extract
and
the
effort
expended becomes a
from the total information stream
costly
exercise
in
futility.
those data that reflect cause and
effect. Initial efforts should be di
rected toward examining past re
The planning problem
search and making use
relation
The effort is worthwhile, for cor
ships previously developed and
porate
planning—in particular, longtested. Where previous research has
range
planning
—is a complex and
not provided an adequate base for
difficult
task.
It
requires sophistica
model design a research program
tion
and
know-how
on the part
must be initiated. If historical data
the
corporate
executive
who must
are inadequate or judged not to be
formulate
the
corporate
policies
and
indicative of the future, one is
plans
that
determine
the
future
forced to depend upon estimated
course of his organization.
relationships. Here the judgment of
The planning function is, first of
the informed manager is
great
value in developing the necessary
estimates.
After this approach has created
an initial model, the model should
be tested with actual data
mea
sure the reasonability of
results.
It is then modified and re-tested in a
process continued until a simulation
close enough to reality is obtained.
No generalized criteria can be pro
vided. What we are in fact doing is
engaging in a formal validation pro
cedure, to ensure that the model
https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
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all, a complex process. The execu
tive is seeking to identify the al
ternatives available and assess their
relative worth. The identification of
reasonable alternatives is in itself a
time consuming task, requiring the
executive to sift through and ana
lyze volumes of information. The
determination the relative desira
bility
these alternatives is made
more difficult because of the ele
ment of uncertainty about the fu
ture within which each has been
cast.
Uncertainty and change must be
acknowledged as paramount forces
to be coped with in the planning
process. The balance between the
need to make decisions and take
action and the need for flexibility to
permit adaptation to change re
mains a matter of judgment.
Changes are not only external.
The organization, through expan
sion and diversification, may be
come more complicated as well. The
economic environment, the accept
ance of the company’s product in
the market place, and the company’s
cost of doing business are all af
fected in subtle but powerful ways
by the complex interactions taking
place between the enterprise on the
one hand and government, labor,
competition, and consumer demand
on the other.
In addition to being complex, the
planning process is a difficult one,
increasingly so because of the
shrinkage of time allowed the ex
ecutive for response. As he attempts
to cope with the complexities of his
environment, the executive finds
that his traditional patterns of deci
sion making are breaking down in
the face ever increasing demands
for faster reaction times. He recog
nizes the need for new planning
tools to assist him in his planning
role.
Traditionally, management has
relied upon the financial segment of
the organization for counsel in for
mulating plans. All activities have
cost consequences. Hence, regard
less
who else takes part in plan
ning, the financial staff is an es
sential participant.
Top executives recognize the imManagement Services
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There is no such thing as a general financial simulation model that will act as
an effective planning tool for a specific organization. We must develop our own.

portance
the financial ramifica
tions of planning. They are aware
that decisions on budgets, appropri
ations, new product development,
plant acquisition, and resource al
locations made anywhere within the
corporate structure have a far-reach
ing effect on the total fabric
the
organization. They realize that poli
cies and plans to achieve desired
corporate objectives are embodied
these decisions.
Today we find the role of the
financial manager in a corporation
be of primary importance. The
financial manager is being asked to
share the increased planning bur
den, to produce more planning ex
ercises, to explore more alternatives,
to provide information
greater
detail, and, most significantly, to
respond more rapidly.
The financial manager enjoys the
confidence of top management be
cause his contribution to the plan
ning process. The financial people
have dedicated themselves to the
development
technical compe
tence and the accumulation of the
experience necessary to act as con
sultants and advisors to top man
agement. They have evolved ac
counting systems and analytic tools
aid them in performing this func
tion.
The pressures under which the
financial manager must now oper
ate are obviously not due to any de
March-April,
Published
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crease in his capability. Instead,
they stem from the increased de
mands now being put upon him by
top management. The problem fac
ing the financial manager, then, is
only in relatively small part that of
developing new theory, for the ex
isting body
theory has proved
generally adequate. Instead, he
must acquire new tools, tools that
are appropriate to his changing
planning environment, tools that
permit him to respond more quick
ly, more flexibly, and with greater
accuracy and precision to requests
from top management.
An attempt to use the traditional
management structure
the cor
poration for financial planning
creates significant communications
problems that do not satisfy the ex
ecutive response requirements. If
management finds it necessary to
communicate with all echelons and
activities in order to determine the
ramifications of a single “I wonder
what would happen if” condition,
the planning potential
the or
ganization is limited. Yet relying
y onof the of
experience
execu
of 
tives around the board
of room table
does not satisfy today’s need for
explicit and systematic testing the
impact
change.
In financial simulation we have
the potential for an effective solu
tion to this problem. If a sound pro
gram-based upon top management

participation, an interdisciplinary
approach, and a thorough prelim
inary study phase—is established,
this potential can be realized.
The structuring
a financial
model is a difficult and sensitive
task. We must learn and understand
a great deal about the behavior of
our organizations before we can
produce workable and meaningful
models. There is no cheap way to
buy the tool. There is no such thing
as a general financial simulation
model that will act as an effective
planning tool for a specific organiza
tion. There are no general equations
applicable to every organization.
While some equations in functional
form can be expressed so as to be
universal, their real value is in pro
viding a guide for study and devel
opment. Even if our study provides
a validation
their applicability
we have, in fact, developed our own.
Thus, Burroughs’ experience and
Burroughs’ model are hardly to be
taken as universal. Indeed, our ex
perience may not even provide an
adequate

sample offrom which to
state a set of hard and fast rules.
However, our experience has been
sufficient to identify some important
do’s and dont’s. And this description
of the relationships and circum
stances that have produced an ef
fective planning model may be use
ful as a general guide to those in
terested in applying the technique.
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The planning, implementation, and control of a sys
tems project can be a complex task. This article de
scribes an approach
project administration that
could be adapted
almost any type of consulting
engagement.

EFFECTIVE MANAGEMENT

OF A SYSTEMS PROJECT
by Philip A. Doherty
and Justin G. F. Wollaston
Cresap, McCormick and Paget

implementation,
adequacy of the planning that has
and control of a systems project
been done. This is especially true if
can be a simple or a complicated the scope of the study is large func
process, reflecting the complexity of
tionally and/or geographically and
the project itself. This article de
if the work of many team members
scribes an approach to planning,
has to be coordinated.
conducting, and controlling a com
Planning is rarely a one-man job.
plex project which can be adapted
It may require over-all direction by
to the administration of a number
management to define the purpose,
of jobs undertaken simultaneously
scope, strategy, and general time
or to a simple assignment.
and budget limitations of the study.
The essential elements involved
A large study requires the contribu
in planning a study are discussed
tions of all participants to detail a
first, followed by a brief description
plan of action and to plan the dis
of the fact finding and analysis
tribution and scheduling of effort.
phases of the study. Finally, meth
Planning is done in stages. A
broad outline is developed, and
ods of controlling the project are
suggested.
then this outline is broken down
into successively finer divisions. The
final detailed plan, moreover, is
Planning
never regarded as finished. It is sub
In general, the success of any
ject to continual review and revision
project is in direct proportion to the
as necessary to accommodate un
he planning,

T
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predicted or unusual situations that
may arise.
The first step in planning any
study is to define its purpose. What,
precisely, are we trying to gain from
the work that is to be done? The
scope of the study also must be de
termined. How much ground is it
to cover? What factors are we to
consider? What are the boundaries
of the area of fact finding.
Great care should be taken to
state the objective and scope of a
study clearly. It is well nigh im
possible to plan and conduct a proj
ect without establishing its bound
aries, and a vaguely expressed ob
jective can cause misunderstanding
among the persons concerned with
the project. The following outline,
developed for an actual study of an
accounting department, indicates in
general terms the degree of preci
Management Services
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sion with which the objective and
scope should be defined:

The objective of this study is

identify opportunities for improve
ness ment in accounting operations:
Within the present accounting or
ganization and policy frame
work
With changes in accounting or
ganization and/or policy
The scope of this study can be
expressed
terms of factors to be
considered and organization units
to be included and excluded:

Factors included
Factors to be considered
this
study include:
Clerical areas
Organization
Operating policies
Functions
Systems and methods
Records and reports
Workloads and standards
Work flow and space utiliza
tion
Mechanized systems
Input
Output
General
Account coding structure
Factors excluded
Factors excluded from considera
tion
the study are technical ac
counting policies and practices.
Organization units included and ex
cluded
All organization units of the Ac
counting Department except the
following will be included in the
study:
Office Services Division
Building operations
Executive dining room
Accounting Research, Standards,
and Methods Division

Included
the study will be the
following organization units outside
the accounting area:
Finance Department
Cashier’s office
Benefit plans
Industrial and Public Relations
Department personnel records
March-April,
Published
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Interviewed to ascertain the useful
and uses made of Accounting
Department output will be:
Operating departments
Other users, such as the Tax Divi
sion
the Finance Depart
ment
The second planning step is to
determine the approach to the
study. Having decided what the
study is to be about, how should
we proceed? How is the fact finding
team to be organized? What major
steps must be taken?
The third step is to determine the
end product. This may seem prema
ture while we are still in the plan
ning stages, but at least a tentative
answer must be arrived at
order
to indicate how elaborate the fact
finding must be and what we are
expected to produce.
Thus, even at the outset of a
study, we should have some idea of
whether we are expected to pro
duce an oral report or a full formal
report management—or both. We
should know whether we intend to
develop solutions in principle only
or whether the solutions must be
developed in detail. We should be
aware
whether the study, as set
up, will be sufficient to solve the
problems or whether work
more
detail must be undertaken subse
quently. Foreseeing as clearly as
possible what the end product of
the study is to be can help the study
administrator to direct efforts most
effectively without waste motion
and duplication.
The fourth step
planning is to
estimate the amount of fact finding
that will be required. One way to
do this is to review each of the or
ganizational areas involved
the
study, identifying
organization
and functions and then estimating
the number of interviews, write-ups
of duties, analyses of documents,
and other work that will be neces
sary.
The kind of estimate that should
result is shown in Exhibit 1 on page
24. It immediately gives the plan
ners some notion of the man-hours
involved. These estimates should be
reviewed with management to be

sure that there is agreement on the
work that is planned.
Once the project administrator
has established and gained agree
ment on the objective, scope, ap
proach, and end product and esti
mated the amount of fact finding
required, his next step is to draw
up a preliminary plan of action.
Such a plan should have two parts:
The study organization guide, il
lustrated by Exhibit 2 on page 24,
covers such matters as the selection
of the teams, the types of schedul
ing to be used, the study tools that
must be developed, and, finally, the
orientation and training of the team
members.
The fact finding guide, illustrated
by Exhibit 3 on page 26, includes
the elements of planning, review of
prior work that may have been
done, the analysis of present sys
tems and the uses of their outputs,
and study of what other companies
may be doing that would be ap
plicable to the problems at hand.
Here again, the purpose of each
step is determined as well
the
data required and the approach.
As soon as possible a complete
list of activities should be drawn up,
based in part upon the work already
done. Such a project activity list
might begin
follows:

(1) Receive study request
(2) Define preliminary objective
and scope
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Fact Finding

Personnel

Manager and
Assistant Secretary

Unit
Accounting Division Management
Accounting Section A
Accounting Section B
Accounting Section

1

1

1

1

Descriptive Statements Document
Supervisor Clerical

••

5
2

1
1

—

Accounting Section F

...

Total
Data Processing Division

2
1

1

6

3

1

3

4
7

1
1

4
7

1

1

1

2

9

1

8

1

1

1
1

1
1

1

1

1

1
—

9
—

11

1
——.

11
—

2
—

3
—

4
1

6

32
64

44

6

39

7

11

3

1

1

4

7

14

21

1

Miscellaneous Services

2
6

3
6
7

Accounting Section D

Accounting Section E

1
1

2
••
1

..
-.

—

Total Write-Ups Of Duties Analyses Interviews

1

69

Other Units

Finance Department

Cash Receipts and Disbursements

1

Cashier's Section

1

Benefit Plans and Capital Stock Records.

1

Benefit Plans Section
Industrial and Public Relations Department-

2

2

3

2

--

15

ESTIMATING THE FACT

1

1

5

1

--

REQUIRED

FINDING

EXHIBIT I

EXHIBIT 2
STUDY ORGANIZATION GUIDE

Step

Factor

1 Organization of study

— Selection of teams

Data To Be Obtained

— Organize study teams.

— Characteristics required of team members

— Schedule study.

— Estimate
study

— Scheduling

of time

requirements for the

— PERT schedule
— Gantt chart schedule

— Study tools

Purpose

Approach

— Number of teams required

— Supervisor interview outline

— Develop schedules from plans

— Provide project control tool.

and time budgets.
— Develop

standard

— Request for descriptive write-up

naires,

— Document analysis form

alysis forms.

instructions,

question

and

an

— Standardize

fact finding

ap

proaches to aid analysis.

— Data analysis form
— Statement of duties form
— Report analysis form

— Function analysis form
— Statistical compilation form
— Orientation

— Objectives and approach to study
— Organization of accounting services

— Schedule lectures by division

managers.

— Functions of operating divisions and their
accounting services

— Hold discussions.

—Training materials for all team members,

— Review methods now in use.

— Give all study team members a
clear understanding of pur

poses of study, interrelation
ships of study areas, and ap
proaches to be taken.

— Training

— Establish standard study meth

— Select appropriate approaches.

ods and organization of work

Fact finding

— Prepare training materials.

ing papers for all study teams.

Interviewing

— Conduct training sessions for

covering methods of:

Flow charting
Noting oganization

all study members.

Using study tools
Communication
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(3) Determine preliminary study
approach—fact finding guide
(4) Determine preliminary study
schedule target dates
(5) Obtain approval of Activities
2, 3, and 4
(6) Determine preliminary study
schedule
(7) Obtain approval of study
schedule and systems training
(Activities 6 and 14)
(8) Have accounting managers
assemble forms
(9) Select project team
(10) Develop orientation seminar
schedule
(11) Prepare orientation seminar
material
(12) Obtain and prepare work
space and equipment for
study team
(13) After dry run testing, approve
orientation seminar
(14) Develop systems training
course
(15) Prepare systems training
course materials
(16) Develop study tools
(17) Obtain approval of study
tools
(18) Prepare study tools, repro
duce, etc.
(19) After dry run testing, approve
systems training course
(20) Conduct orientation seminar
(21) Conduct systems training
course
(22) Revise preliminary study
schedule
(23) Conduct scheduling meetings
of fact finding team
(24) Prepare final study schedule
(25) Obtain approval of final study
schedule
(26) Conduct project team organ
ization and planning meetings
(27) Coordinate project team ac
tivities
(28) Review progress with project
team leaders and accounting
management

When all the activities have been
listed, their interrelationships can
be identified to determine the se
quence in which they must be per
formed. This sequence can be chart
ed as a network like that shown in
Exhibit 4 on page 27. Times are
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estimated for each activity, and a
schedule is developed on the basis
of the time estimates, the proper
sequences of the steps, and the per
sonnel available or anticipated. This
schedule should be used throughout
the project to plan the work and to
provide the standard by which
progress can be judged. A sample
schedule for the fact finding phase
of a project is shown in Exhibit 5
on page 27. It shows by weeks when
the interview activities of the study
team are supposed to begin and to
be completed. It also lists the num
ber of interviews to be conducted
in each organizational unit.
While the schedule is still being
drawn up, the study team members
should be developing the tools for
the study (interview sheets, data
analysis forms, etc.) and setting up
the procedures for controlling the
project. This is also the time for
holding training seminars if further
training is deemed necessary.
Thus, even before the survey it
self begins, the project administra
tor will have determined the exact
objective and scope of the study,
developed a detailed plan of action
and time schedule, selected and
trained the project team members,
and developed the tools necessary
to control the project.
Conducting the project

When the initial planning has
been completed and personnel have
been selected to undertake the
study, the survey itself can begin.
The staff is ready to find the facts
and analyze them.
The procedures to be followed
should be specified at the start. A
haphazard approach will make the
project difficult to administer; adop
tion of standard procedures, in con
trast, will greatly simplify the proj
ect supervisor’s task of measuring,
evaluating, and coordinating the
work of the team members.
Since the focus of this article is
on the administration of a project
rather than on systems techniques,
there is no need to review the meth
of fact finding and analysis in
detail. However, some of the basic

techniques whose use should be
considered by the project adminis
trator will be briefly reviewed.
Fact finding is the basis for both
analysis of the status quo and form
ulation of recommendations for its
improvement. Therefore, fact find
ing must be wholly accurate, un
biased, and comprehensive. Failure
to be complete and accurate in the
collection and documentation of
facts can have serious conse
quences, particularly when the time
comes to “sell” the recommenda
tions.
Six one-word questions, if con
scientiously applied during the fact
finding stage, will ensure the com
pleteness and accuracy necessary in
that phase of the systems survey.
These are the old reliable stand
bys: Who? What? Where? When?
How? Why? Only by asking and
answering each of these questions
can the analyst be reasonably sure
that the data are comprehensive
and factual.
Fact finding techniques

There are five standard tech
niques of fact finding that have
been found successful in applica
tion: personal interviews, document
reviews, flow charting, organization
charting, and use of previous stud
ies and outside sources.
The personal interview is the sin
gle most important technique to be
used in fact finding. The analyst
cannot rely entirely on position de
scriptions or written procedures to
tell what people are actually doing.
Existing write-ups represent theory;
the difference between theory and
fact may be a significant one. Un
fortunately, many people underrate
the importance of the interview. It
is the responsibility of the project
supervisor to change this attitude
if it exists among the team mem
bers.
Obtaining information through
questionnaires and document-de
scription forms is probably next in
importance to the personal inter
view. The design of questionnaires
and decisions regarding their use
are an important part of project
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Factor
Fact Finding
— Planning

Data To Be Obtained

Purpose

Approach

Organization and staffing of functions to

— Study organization charts.

be studied
Facilities and locations of operations

— Plan interviews needed.

— Develop understanding of or

ganization and operations.

— Tour facilities.

— Schedule interviews.

— Conduct interviews.

— Determine kind and extent of
information already on hand.

Preliminary interview lists
— Prior work

Work already done

Cost reduction studies

— Review available materials.

— Organize available
for study.

Changes in process

— Present systems

Systems
Report distribution

Report contents
— Data
volumes,
schedules,

— Document present systems, in

— Conduct interviews.
— Draft flow charts.

— Documentation of:

put, and output as basis for

— Secure statements of duties.
— Analyze documents produced.

processing

materials

further fact finding and anal
ysis.

— Analyze data produced.

times, and costs
— Clerical work standards
— Output utilization

— Uses made of, and reactions to, output

— Conduct interviews (ensure Ac

counting personnel
tion) with:

of Accounting Department

participa

— Determine need for, and ade
quacy of, present reports.

Operating Departments
Finance Department
Tax Division
— What others are do

—Present mechanization in accounting

— Conduct interviews.

— Identify areas offering poten

— Review published literature.

ing

tial development.

— Unusual approaches of other companies
in, and outside, the individual industry,

including:
Statistical sampling

Financial simulation
Work flow scheduling

Early closing

FACT FINDING GUIDE

EXHIBIT 3

planning and should be given care
ships. In a large study that is ex
pected to result in major organiza
fid consideration. Examples
such
forms are shown in Exhibits 6 and 7
tional changes, rules for organiza

tion charting must be established
on page 28.
The flow chart is another  impor
in advance and adhered to closely.
tant means of documenting data, al
Previous studies and outside
though it is probably the most dif
sources of information should not
ficult to master. It is also useful in
be neglected. Studies similar to the
data display. A chart describes a
planned project—or touching on the
system visually, identifying the
same areas—may have been under
who, what, when, where, and why
taken previously for the company;
of the activities performed. Its use
they should be reviewed. Outside
fulness will be impaired, however,
information sources can also be use
if standard procedures are not
ful, particularly in the development
adopted and followed. This fact un
of recommendations.
derlines the importance of the proj
The development of adequate
ect supervisor’s defining these at
fact finding tools and procedures is
the outset of the study. Exhibit 8 on
one of the most important steps
page 29 illustrates a possible flow
project planning. It plays a
charting approach.
cant role in determining the success
Another means of documenting
of the project.
and displaying data is the organiza
The project supervisor must keep
himself fully informed of the work
tion chart, a useful way of identify
ing and describing organizational
the team members are doing in each
units and their reporting relation
step of this phase of the project.
https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
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Failure to do so will result in com
plete loss of control. The supervisor
will have no idea how much work
has been done and how much re
mains to be done; he may not even
know whether the fact finding is
still within the scope of the assign
ment.
Once the facts have been gath
ered, the thinking process called
“analysis” begins in earnest. At least
six fairly distinct steps in the anal
phase have been identified: de
fining the problem areas or the op
portunities for improvement, deter
mining why these problems
determining the objectives
the
proposed improvements, developing
the proposals for improvement
principle, “selling” the proposals for
improvement in principle, and, fi
nally, developing the proposals for
improvement in detail. These six
steps will now be defined more
precisely.
28
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The client may expect the plan of
study for fact finding to represent
a definition of the opportunities for
improvement that are to be found.
In practice, this is seldom possible.
More often the plan simply identi
fies those areas in which opportuni
ties may lie.
Thus, the first analytical step,
after the facts have been gathered,
is to define the opportunities for
improvement
precise terms. In
complex studies the analyst may
find it necessary to break the process
down into these six steps: (1) be
come thoroughly acquainted with
the factual material gathered; (2)
write a clear, well organized sum
mary of the existing situation; (3)
summarize
of the criticisms and
complaints that have been made by
those interviewed; (4) test each sit
uation ensure that a problem does
indeed exist; (5) challenge every
aspect of the situation to reveal
every major opportunity for im
provement; (6) finally, summarize
the major indicators of the oppor
tunity.
When a precise understanding of
the problems has been established,
the next step in analysis is to de
termine the conditions that have
created and are sustaining each
problem: How long has each condi
tion existed? When and where did
it start? Is the situation growing
better or worse? What are the basic
causes, both today and in the past?
A detailed diagnosis of this kind
is often the most important step
analysis. When the causes are
known, the proposals for correction
may become obvious.
At this point the problem has
been defined and dissected. How
ever, it is necessary to make one ad
ditional decision before creating the
proposal, namely, to determine the
objectives that the proposed im
provement should attain. These
objectives should establish con
cretely the end results to be
achieved in terms of lower costs,
higher
increased production,
fewer customer complaints, and the
like; the time and money required
or allowable in achieving these end
results; and any other limitations or
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EXHIBIT 5
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EXHIBIT 6

Is the proposal timely? Obvious
goals necessary to achieve an im
ly,
the right proposal developed too
provement that is workable, timely,
late—or ahead of its time—is useless.
and acceptable to all concerned.

Is the proposal acceptable? How
The proposal should be devel
 is, in
will it affect the people of the or
oped first in principle—that
ganization? Does it conform to the
skeleton form—before any attempt
company’s objectives? Can it be
is made to fill in the details. At this
point the project supervisor should
readily adopted?
The administrator is ultimately
be asking his study team the follow
responsible for the success of the
ing questions:
project. Therefore, he must make
Is the proposal technically sound?
sure that the recommendations, in
Will it accomplish what it is sup
addition to representing an im
posed to accomplish? Will there be
provement over the existing situa
any harmful side effects? Will the
tion, are workable and acceptable.
proposal yield short-run gains at the
Now it is time to seek manage
expense of long-run objectives, or
ment approval of the study team’s
will it help one part of the organiza
proposals in principle.
tentative
tion at the expense of another?
set of recommendations, identifying
Is the proposal practicable? This
is an obvious criterion. The best
the problems and their causes and
proposing solutions in skeleton
proposal is no good if it cannot be
carried out.
form, must be “sold.” These pro
https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
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EXHIBIT 7

posals must stand up under criti
cism, and they must be accepted by
management before there is any
point in developing detailed solu
tions. Since the project supervisor
must do the “selling,” his close
knowledge of and control over the
project can often make the differ
ence between acceptance and rejec
tion.
The final step in the study is then
to develop a detailed proposal. This
usually consists simply of adding
“meat” to the skeleton already de
veloped.
Throughout the analysis phase of
a project the supervisor must con
tinually question the soundness of
the proposals to make sure that the
work done is adequate. A methodi
cal, planned approach to analysis,
as well as to fact finding, will re-
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duce the problem of administration
and make a significant contribution
to the success of the project.

EXHIBIT 8
FLOW

CHART OF "CONTRACTS" UNIT ACTIVITIES

Controlling the project

Continuing control is necessary if
the study team is to meet its com
mitments and keep within budget
limitations. A systems department
that charges back to client depart
ments will lose their confidence if
it cannot control its costs and meet
its deadlines. So, obviously, will an
outside consultant.
Adequate project planning and a
uniform approach to fact finding
analysis, as previously outlined,
form the foundation of a control
system. For large projects some
thing more is needed: a system of
schedule control—to report quanti
tatively on the actual status
the
project, to flag any deviations from
the original schedule, to note why
these deviations exist, and to identi
fy potential trouble spots well in
advance.
Such a schedule control system
must meet certain minimum re
quirements: It must provide accu
rate, periodic reports on the status
of every activity in the project. It
must provide quantitative measures
of deviations from schedule. It must
enable the project supervisor to
identify potential trouble spots im
mediately. It must provide him with
new estimates of the starting and
completion dates of every activity.
It must be simple to use.
The project supervisor who be
fore starting the actual survey has
followed the planning steps out
lined in this article should already
have a list of the activities constitut
ing the project, a network showing
the relationships among the activi
ties, time estimates for every ac
tivity in man-days or man-weeks,
and a bar chart or charts showing
the estimated starting and comple
tion dates for each one of the ac
tivities.
The
the network, and the
charts are basic elements of the
work plan and should be used as the
yardstick for measuring progress
throughout the project. There will
March-April,
1965
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PERSONAL TRUST ACCOUNTING
SECURITY SIDE

PROGRAMING SCHEDULE

EXHIBIT 9

almost certainly be deviations from
the original plan—possibly quite
large ones—but by measuring these
against the initial schedule the proj
ect supervisor can determine where
his assumptions and estimates were
at fault and can use this experience
in planning future projects.
This yardstick is also useful for
cost control. In some projects con
trol over costs breaks down com
pletely because the initial schedule
is destroyed after several months
and replaced by a new one, making
comparison between the estimated
and actual schedules impossible.
Since the cost of a project is esti

mated from the original schedule, it
is essential that this schedule be re
tained.
Once the initial schedule has
been developed, a large part of the
work has been done. Schedule con
trol then becomes a matter of mea
suring the actual status of every ac
tivity against the status expected at
various times. Such reviews are usu
ally performed every week or two,
depending on the size of the proj
ect. These measurements should
identify the actual work done to
date on every activity and provide
new estimates of the work required
to complete each activity.

https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
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From such information new start
ing and completion dates for each
activity should be determined. By
comparing these new dates with
those anticipated in the original
schedule, the project supervisor can
identify areas requiring corrective
action. Exhibit 9, shown above, is
a programing schedule developed
for the conversion of a bank’s per
sonal trust accounting to a compu
ter. The cross-hatched bars repre
sent the original schedule, and the
vertical broken lines indicate the
transfer of programers from one
activity to another. For example,
the schedule shows that one proManagement Services 32
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PERSONAL TRUST ACCOUNTING

SECURITY SIDE
PROGRAMING SCHEDULE

EXHIBIT 10

gramer, on completing Activity 3,
has been assigned to Activity 7.
The white bars represent a
schedule of the same activities
(assuming retention of the original
assignments), based on revised esti
mates made on December 1 with
more knowledge of the system. On
December 1 the programer working
on Activity 3 estimated that he
would complete the program
34
working days, while the programers
working on Activities 5 and 7 esti
mated that they would require less
time than was planned originally.
Once the new estimates had been
made, superimposing the schedule
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derived from the new estimates on
the old schedule showed immedi
ately that some rescheduling was
required if the project was to be
completed on time. The changed
schedule is shown in the white bars
of Exhibit 10 above. It indicates
that the programing activity re
mained on schedule.
There are many ways of estimat
ing times and determining the cur
rent status of a project, ways that
may depend on the project itself.
The example just described is
simply one alternative. It should be
emphasized, however, that any pro
cedure adopted for control must be

applied conscientiously throughout
the project to be of any use.
This article has covered the vari
ous elements of planning, conduct
ing, and controlling a systems proj
ect and the importance of these ele
ments in project administration. The
various steps have been outlined in
this discussion as they apply to the
administration of a single project.
They are, however, equally appli
cable to the administration of sev
eral simultaneous projects. Their
use should contribute significantly
the effectiveness with which a
systems and procedures group is
administered.
3133
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Your man and
our man ought to put
their heads together.
We’re not trying to butt in on your systems staff, but
we’d like you to consider some free help.
We have the largest staff of paperwork
systems specialists in the business. And this talent is
available to any company that needs systems help.
You can use our people to supplement your staff. They’ll work with
your men on regular jobs. Or they'll help out on special projects. Or
they’ll simply give you the benefit of their experience
with all kinds of companies, systems and machines.
To get this kind of help, call our representative. Or
write Standard Register, Dayton, Ohio 45401.
After all, sometimes two heads are better than one.

MACHINE MATEDFORMS BY STANDARD REGISTER
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Realistic budgets are fundamental to pinpointing
cost responsibility and deviations from expected
expenses. The author suggests a four-level pyramid
approach to budget construction as a base for—

RESPONSIBILITY ACCOUNTING
by Jose Manuel Pintado
Gossler, Navarro, Alexander Grant y Cia.

frequently told that
If this objective is to be attained,
information and control are
the information must rest upon a
essential objectives of accounting.
system that is worthy of confidence,
Actually, these are a single objec
from which management can know
tive. Playing a little on words, we
without any doubt what actually
could say that to inform is to con
happened. Reality may be per
trol and to control is to inform.
ceived as a many-sided geometric
solid. If we look at only some the
JOSE MANUEL PINTADO,
sides, or if the focus we have on
Contadore Publico, is a
facts submitted for our examination
partner of Gossler, Na
is
erroneous because of some error
varro, Alexander Grant
y Cia. in Mexico City.
in calculation or perspective, the re
For eighteen years be
flection that we get will necessarily
fore joining the firm, he
be
erroneous.
was a professor at the
School of Commerce and
Since not everyone looks at things
Administration, Universi
in the same way, accountants have
ty of Mexico. He formerly served as secretary
an obligation to their clients
of the Mexican Association of Faculties and
Schools of Commerce, Accounting, and Ad
transmit their image of accounting
ministration. He is president of the Colegio
reality in the clearest and most use
de Contadores Publicos de Mexico, and a
ful manner possible. The accountant
member of the Instituto Mexicano de Conta
dores Publicos.
must select the emphasis to be
This article was translated by Louis M.
placed upon his information—
Kessler, Alexander Grant & Company, Dallas,
whether it be the net earnings of a
Texas.
https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
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period, the cost of certain merchan
dise or services, comparative income
figures for five years, or whatever.
To reflect these different emphases
there have arisen certain specialized
types of accounting, or satellite sys
tems, as Robert Reyer calls them.1
One of the most important these
new focuses or directions for ac
counting, one whose objective is
control operations and the costs
thereof at several different admin
istrative levels, has been evolving in
the United States over the past two
decades. It has been given the name
“accounting for areas of responsi
bility,” or “responsibility account
ing.”
In effect, accounting for areas of
1 Robert Beyer, Profitability Accounting
for Planning and Control, The Ronald
Press Co., New York, 1963, p. 5.
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responsibility is nothing more than
an adjustment or change
the me
chanics
accounting in order to
produce from the traditional infor
mation specific additional or inde
pendent data. The concept seems
elementary at first glance. How
ever, it is not simply a matter
variations in bookkeeping. In prac
tice it is not so simple as it is in
theory. Any technique that is well
applied will produce an impression
of logical simplicity. A poorly
planned system, on the other hand,
will convert information into chaos
and run the risk of administrative
calamity.
Imagine what could happen in a
company with a profit sharing pro
gram, for example. A system that
permits the separation of partial re
Imposing budget figures from the "top down" without con
sults of operations according to the
sultation or participation by operating levels will not work.
people responsible for them can
greatly stimulate productivity; the
people covered by the plan will
know why they earn less and how

contained in the budget
must also
spheres
influence
the various
they could earn more. At the same
managers
can
be
determined.
The
participate
in
their
formulation
and
time, it is frightening to think what
centers
influence
in
which
a
man
expressly
approve
their
details.
could happen if such important re
ager exercises authority commen
Merely imposing figures and goals
lationships as those with employees
of
surate with his responsibility gen
from
above
will
not
result
in
attain
in such a program rested upon an
erate
certain expenditures, which
ment
the
fundamental
goal
of
the
ill conceived accounting system.
can be forecast in the form of a
system, namely, responsibility.
budget for specific periods in ac
In order to make clear which re
cordance with the knowledge the
sponsibility and which budgeting
Basic concepts
manager should have of his place
are referred to, it is important to
Accounting for areas of responsi
in the organization.
explain that responsibility account
bility does not imply an entirely
Budgets are important in respon
ing is based on a classification of
sibility accounting. Without them
different record keeping method or
business administrative levels for
administrative decisions may be
accounting system. It can be ap
the purpose of establishing a budg
plied to the control of certain ex
based simply upon the comparison
et for each level. The official who
penses or costs without necessarily
of costs or expenses between one ac
exercises the highest authority at
encompassing them their entirety.
counting period and another. For
each level should be accountable for
example, without a budget the exec
It is a means of knowing the operat
the expenses which are under his
utive who wants to know whether
ing efficiency of certain parts of the
control and for which he is responsi
too much has been spent for office
business. The data that are obtained
ble in carrying out his activities.
supplies in the first quarter may be
may be entirely independent
the
This introduces a new element into
tempted simply to compare the ex
accounting system; at least, they are
the classification: the distinction be
not necessarily an integral part of
penditure with that for the corre
tween controllable expenses, which
sponding period of the previous
it. In order to produce the conven
can easily be imputed to the opera
year. If he finds an insignificant
tional financial statements, it is nec
tions of a given level, and noncon
variation, he takes it for granted
essary to establish the mechanics for
trollable expenses, which pertain to
that the expenses were normal and
tying the responsibility accounting
all or various levels or which over
makes no further investigation. The
data to the conventional chart of ac
lap. These expenses will be defined
result may be the perpetuation of
counts adopted by the business.
later.
waste and mismanagement.
The starting point for a responsi
Responsibility accounting should
Such perpetuation of inefficiency
be accompanied by budgetary con
bility accounting system is, of
can be avoided if expenses are stud
trol. There is one necessary condi
course, the areas of responsibility.
ied on a rational basis by means
tion
success: Those who must
These should be spelled out in the
organization chart, from which the
an adequate budget estimate, which
respect the provisions and forecasts
Published
by eGrove,
1965
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1965


of



3537

Management Services: A Magazine of Planning, Systems, and Controls, Vol. 2 [1965], No. 2, Art. 9

Requisites:
1. Each manager’s area of

influence must be

clearly defined.

2. Once this is done,
budgets must he prepared

and approved by the person
responsible for meeting

them and by his

superiors.
3. Costs and expenditures

in each individual’s

budget should be limited

to those expenses he
can control.

serves as a point of comparison and,
therefore, as an element of control,
The results of a comparison between
actual and budgeted expenses will
point out to management those sec
tors that demand special attention.
Unnecessary effort is avoided be
cause no significant attention is paid
to those items in which the variation
is at a minimum. This, in essence, is
the principle of administration by
exception.
Persons responsible for con
trollable costs or expenses, those
who should participate in the for
mulation of budgets for responsi
bility accounting, may be found on
various levels of the organization
chart. An industrial enterprise may
divide responsibilities at the fol
lowing levels:
(1) general management
(2) the four essential activities:
sales, production, finance, and per
sonnel
(3) various departments created
to carry out the functions of the four
basic classifications above
(4) sections, units, offices, etc.,
that carry out activities
subdivi
sions of the departments
Thus, the levels of responsibility
range upward from foreman to de
partment head to production man
ager to chief executive officer.
Budgets for areas of responsibility
are created in step style. The fore
man at the lowest level is responsi
ble to the head of his department
for variations in his budget. The
department head formulates his
budget with the aid of the totals
submitted by the foremen reporting
to him and is responsible for its ful
fillment to the production manager.
The production manager, in turn,
has his own budget incorporating
the totals of the budgets of the de
partment heads, and so on to the
top of the organization.
In this way a flow
information
is established among those responsi
ble for each activity, and the ac
counting data penetrate every cor
ner of the enterprise as a control
tool available to any executive or
employee with a certain degree of
responsibility. Persons at all levels
of the management can judge their
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own efficiency. Furthermore, those
at the lower levels receive valuable
guidance from their own superiors
as a result of the vigilance that the
latter are obliged to exercise over
the steps taken and the decisions
made. Thus it is possible to build
up an administrative team in which
every manager participates actively
in the administrative processes of
the business.
A budget for any given manager
should contain only the amounts
that he can reasonably be expected
to control. Accordingly, there must
be eliminated from each individual’s
budget those costs or expenses that
must be incurred without his ac
tivity.
Once a budget is prepared by,
say, a foreman, it is submitted to his
immediate superior and to a co
ordinator (such as the controller or
the administrative manager) who is
responsible to top management.
Within this group the budget is dis
cussed and modified if need be—
with the express approval of the
foreman. Any idea of imposing a
budget should be discarded; the
system will fail if it is not accepted
by those who must carry it out. Any
divergence between the ideas of the
foreman and those of his superior
should be analyzed carefully. The
determination of who is right should
not be influenced by prejudices or
whims.
Summarizing the ideas expressed
thus far, we can arrive at the follow
ing basic concepts:
1. Responsibility accounting is
useful for pinpointing the responsi
bility for expenditures—both before
and after the fact.
2. To make responsibility account
ing work, each manager’s direct
area of influence must be defined
clearly. This can best be done by
means of a well arranged organiza
tion chart.
3. Once the area of responsibility
is defined and the responsible per
son identified, budgets are prepared
for costs and expenses. These should
be approved by the individual re
sponsible for them, his immediate
superior, and a representative of
general management.
Management Services
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It is difficult—even dangerous—to penalize
an
for failing to meet his budget.

4. Costs and expenditures in each
individual’s budget should be lim
ited to expenditures controllable by
him.

5. Analytical accounting should
be adapted to permit the recording
of controllable costs and expenses
within the conventional auxiliary
records.
6. Each individual responsible for
costs or expenses should be given all
the information he needs to control
them.
Pinpointing responsibility

It might be argued that since the
concept of responsibility implies the
responsibility for repairing damage,
the person who is responsible for an
area controlled by a budget should
restore to the business any excess
expenses over those forecast. It
is true that in some cases unfavor
able budget variances can be im
puted to bad administration, but it
would be extraordinarily difficulteven dangerous—to incriminate an
employee to this extent for failure
to realize the objectives of the budg
et. So far as I have been able to de
termine, the only example of such
a system is a German accounting
plan established in that country in
1947 and copied in Switzerland,
Hungary, and Austria. The plan in
Published
by eGrove,
1965
March-April,
1965

cluded a study of costs for price de
termination. The costs were com
posed
the usual items plus a
premium for certain risks of the
business, but those costs resulting
from uneconomical installations,
poor utilization, and idle time were
eliminated as an element of the sell
ing price and were imputed exclu
sively to the management.
Conceding the general impracti
cality
such a provision does not
make the concept of responsibility
accounting useless. Since the results
of each level’s activities influence
those of the higher levels, defective
work cannot persist. If work is sub
ject to adequate controls, the fact
that a person is frankly incapable of
carrying it out will become clear
sooner or later. Furthermore, re
sponsibility accounting provides a
certain “automation” in the correc
tion of mistakes; since the account
ing mechanism gives each individual
information about results his area,
he does not need the orders
a
superior to make him take necessary
adjustive action. His own initiative
impels him to correct an error or to
propose the modification of an overoptimistic budget. However, care
must be taken to avoid the possi
bility of exaggerating personal ac
complishment when in fact the
budget is too conservative.

Responsibility accounting does
provide a means of creating in each
responsible individual a conscious
ness
that stage of perfection nec
essary for progress. An employee,
whatever his rank, will feel more
closely tied to his employer if he
knows in advance where he is sup
posed to be going, is kept slowly
but surely informed
his progress,
and is helped to understand the
policies
the business better and
better as time goes on. This is con
structive and stimulating responsi
bility for those who are capable
assuming it.
Defining areas of influence

An obligation can be exacted only
to the extent that it is clearly de
fined. Almost any moderately well
organized business has a chart show
ing the division of work, spelling out
the hierarchy of officers and em
ployees, and describing the duties
and responsibilities of each. To in
stall a responsibility accounting sys
tem, areas of responsibility must be
pinpointed clearly; otherwise the
system will not function. Therefore,
the first step ordinarily is to prepare
a clearly delineated organization
chart if one does not already
If the relationships among levels
cannot be established clearly by
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means of a rigid organization struc
Even though responsibility account
stood by the employees who furnish
ture, accountabilities must be de
ing is not a cost system, it should
information should be used.
fined in some other manner.
be fully coordinated with general
A possible illustration might be
accounting and specifically with cost
a business
that
uses
motor
vehicles
accounting.

Budgets
for various purposes, for example,
First line supervision, including
to deliver merchandise sold and to
section heads, group chiefs, fore
After the definition of areas of
transport raw materials purchased.
men, and the like, is the lowest level
responsibility and the individuals
The first requisite is to define the
of the organization that should be
who direct them comes the more
primary activity of the transporta
charged with cost responsibility.
delicate work upon which rests the
tion equipment. If it is sales—and
The system should be extended to
success of the system. Budgeting
the responsibility for
administra
this level because one
pur
can be successful only if the fore
tion is located there—then the re
poses is to lower costs by means of
casts are reasonably correct; their
sponsible person is the
man
a better control of expenditures;
inclusion in budgets should be the
ager, and expenditures for gasoline,
therefore, it is necessary to be alert
subject
deep thought, well di
repairs, wages, and the like, are
to any type of expenditure that can
rected discussions, and a prudent
chargeable to the sales area. It
be exaggerated. It is appropriate
attitude on the part of all who par
would be unjust, however, to charge
attribute administrative qualities
ticipate in their preparation.
all the expenses to
The budget
foremen but imprudent to go to a
Since the objective is to achieve
prepared by the sales manager
lower level. The work of rank and
normal results under normal condi
should include only those expenses
file workers should not be inter
tions, only normal efficiency should
for which he is responsible; the pro
rupted by a requirement for facts
be expected of employees. Budgets
duction manager should have his
and figures that they lack the tech
should not be built with the object
budget those expenses that will be
nical training to prepare. Communi
of forcing specific results. Reality
incurred for his activity.
cation at the lowest level of the or
should take precedence over imag
To simplify the system, it is ad
ganization should not be hamstrung
ination and crystal ball gazing;
visable to make areas
responsi
by accounting techniques; simple
exaggerated and over-ambitious
bility coincide with cost centers.
language that can be easily under
forecasts will produce deception
and discouragement. Obviously, it
is not easy to look into the future,
and it is natural for things to hap
pen in a way that is different from
that planned. But every plan has a
route to follow, and the experience
of the past offers a logical basis for
establishing objectives for the fu
ture. There is no need
go com
pletely in the dark when there is
some light available. Obstacles that
have already been overcome will
probably be encountered again and
can be predicted. Only if environ
mental conditions vary radically will
there be need to deviate widely
from the agreed-upon plan.
The knowledge and training of
several people should be drawn
upon in estimating expenses, e. g.,
the controller, the head of the area
under consideration, and the latter’s
immediate superior. Many compa
nies have personnel especially
trained in budgetary work. If this
group is equipped with statistics, it
can carry out specific studies of vari
ations, conduct surveys within the
company, and explore market con
ditions. This group should operate
in such a way that the responsible
Areas of responsibility at every level should be
department director will accept
clearly spelled out in the organization chart.
https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
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its studies—and particularly the
budget—as his own.
In establishing a responsibility
accounting system, it is wise to use
a flexible budget, which permits ad
justment of the items as a result of
changes in the volume of produc
tion. Comparison of actual with
budgeted items may require adjust
ment of the budget from time to
time. Although the mechanics of
these adjustments may vary with
the requirements of different busi
nesses, certain principles should be
considered inviolable. First, the
supervisor charged with the budget
should always participate in both
the creation and the modification
Rank and file workers should not be asked for fig
the items in it, and, second, any
ures
they lack the technical training to prepare.
modification should be communi
cated immediately to all individuals
concerned.

The budget may or may not be
integrated with the accounting sys
tem. There may be some advantage
measurement of the efficiency of
counting it is unnecessary to try to
to maintaining it separately; if some
exercise
control
over
items
that
are
personnel.
problem is created, the entire ac
Managers on the lower levels of
no
longer
controllable.
This
is
true
counting system will not suffer.
responsibility typically are not well
such items as amortization of or
versed in the techniques and lan
ganization expenses or installation
guage of accounting. Therefore, the
costs; only in exceptional circum
Controllable costs
costs
or expenses that accountants
stances would they be changed
normally
classify by means of ac
from their routine sequential
The classification of costs into
counts,
sub-accounts,
and the like,
amounts.
controllable and noncontrollable ele
must be presented in a very differ
This does not mean that the only
ments is one of the most significant
ent manner if the message is to be
recurring expenses that are not con
characteristics of responsibility ac
communicated.
trollable are those that run for a
counting. Items of expense or cost
The costs of an assembly opera
long period of time. The funda
must be associated with the persons
tion, for example, can be reported
mental issue is not the time period
responsible for them. Controllable
by the foreman responsible either
but rather that the amounts do not
costs should not be confused with
(1) by referring to the several func
depend upon some person who is
charges or expenses that will result
tions that make up the operation
capable of making them fluctuate,
without any participation or inter
without specifying the accounting
reducing them through exceptional
vention by the manager responsible,
classifications of costs or (2) by
efficiency or increasing them as a
even though these expenses may be
basing the information precisely on
consequence of poor administration.
a part of the cost of the products.
the accounting classifications. In the
Insurance, real estate taxes, fixed
This is not a cost system per se, since
first case such expenses as prepara
salaries, and the like are items that
it does not involve an effort to de
tion, cleaning, and the like will be
can be included within the category
termine unit or total costs of specific
designated by means of a previously
noncontrollable expenses and
products.
established codification based on the
which are therefore excluded from
Another characteristic of respon
classification on each of the vouch
responsibility accounting—except at
sibility accounting is that it permits
ers, tickets, or other accounting
the very highest level of the corpo
management by exception, avoiding
documents maintained by the fore
rate hierarchy.
specific attention to routine suc
man in accordance with similar des
On the other hand, any item which
cesses that are realized almost auto
ignations in the budget. In the sec
involves a fluctuating expendi
matically. For example, once the
ond case, when reliance is placed
ture whose amount can be changed
basis for depreciation of a fixed
upon the chart of accounts, the in
through participation or decision by
asset has been established, the man
formation will not refer to functions
responsible persons forms a part of
ager responsible is likely to lose in
but to such items as power con
the elements of responsibility ac
terest in this item for ten years or
sumed, overtime paid, supplies
counting. This is what permits the
so. Similarly, in responsibility
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Under the system outlined, all four company levels
are linked in a chain of reciprocal information.

used, etc., with the functions car
ried out in making the assembly
relegated to a secondary position.
In any event, the classifications
should be set up in a way that will
permit anyone engaged in produc
tion to identify physical material
with written information from
budget to final report.
Accounting adaptations

ing systems, it is indispensable for
each accounting voucher or docu
ment (invoice, requisition, check
copy, etc.) to have a special identi
fication that specifies area or func
tion, account, sub-account, and cost
center. Then the accountant will
have available all the data needed to
integrate all the accumulated in
formation for general accounting,
cost accounting, and responsibility
accounting.

The next problem is how this may
be incorporated in general and
Flow of information
accounting systems.
Since the objective is to judge the
From the accounting documents
efficiency of each area, the account
the data on controllable expenses
ing (and of course the budget)
are included in a responsibility re
should record everything that is
port for each of the areas of the
subject to control in each area. Ac
fourth level. These data can be
cordingly, each area will have a
compared with the budget, and both
code number. To facilitate control,
are available to the third level,
the numbers used for the codifica
which then reports on its own re
tion should be tied together in such
sponsibility, combining the data
a manner that it is easy to identify
from the lower level with the costs
something in the fourth level with
and expenses of its own level. In a
something in the third level and so
similar manner the picture
the
on. This can be easily achieved by
controllable expenses of the third
a decimal classification.
level is built up and compared with
Let us assume that the fourth
budgets and with data on varia
level has its codes prepared in such
tions in order to provide the basis
a way that the activities for which
for a report at the second level, and
the foreman is responsible can be
so on. Finally the second level re
accumulated and properly validated
ports are passed to the general man
in accordance with a numbering
agement (the first level), which for
system. To tie this information in
mulates its own report of responsi
with the general and cost account
bility.
https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
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Thus, the four levels are linked
in a chain of information. None can
or should be completely cut off from
the others, but each manager’s pri
mary concern is with two areas of
responsibility—his own and that of
his immediate subordinates.
The reports at the top level con
tain incomplete information for the
preparation of conventional finan
cial statements, and they lack the
security of control that is offered
by general and cost accounting.
These data must be made available
in addition. This is not a serious
problem since all the elements
reconciliation are available. It is
simply necessary to determine the
noncontrollable expenses and costs
and add them to the data in the
responsibility accounting reports.
The value of all this lies in the
stimulating quality of rational in
formation. It tells each responsible
individual the place he occupies,
the efficiency with which he is do
ing his job, and what errors or in
efficiencies need to be corrected. In
this manner the lowest foreman can
feel that he has some element of
responsibility
management, and
he can judge the effectiveness of his
own decisions. The information and
control possibilities inherent in any
accounting process are utilized to
the maximum in a system respon
sibility accounting.
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HOW TO GET STARTED

IN FOREIGN OPERATIONS
Sometimes the simplest, most obvious—and most
easily overlooked—factors can make all the differ
ence between a sound overseas investment and a bad
one. Here are
ground rules—
J. B. Harris
W. R. Grace & Company

of World War II
American private investment
overseas has expanded tremendous
ly. Many companies that are brand
new to the field of international op
erations have launched foreign ven
tures, and others are considering
such moves.
Neophytes in the field—and their
advisers—can profit from the experi
ence
a company such as Grace,
which has had overseas operations
for many years. The suggestions in
this article are based on that experi
ence.
ince the end

S

Export

Many overseas investments start
as export markets. Actually market
ing in overseas areas is the best way
to find out where the best oppor
tunities lie for your business. If
you do follow up with production,
you will be taking much less risk
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than the man who has never before
sold anything in that country.
A well established business, how
ever, may wish to go faster than ex
port markets alone can take it.
overseas markets that can be quite
profitable for local manufacturing
are barred to American exporters
by local restrictions such as tariff
barriers and exchange controls.
Some countries aggressively follow
a policy of severely restricting im
ports while offering special incen
tives for supply of their national
markets through local manufactur
ing. These markets are worth con
sideration by a businessman who
wants to grow rapidly in overseas
business.

ing to manufacture there. The first
step is to study available literature
and documents. This is not aca
demic; it is extremely practical. It
is important to know such things as
the size of the population and how
much
it is wealthy and how
much poor. These facts indicate the
nature of the market.
Through your local bankers and
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Even if you already have export
experience, you should make a care
ful study of a country before decid
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the local office of the United States
Department of Commerce you
should be able to get a reasonably
clear mental image of a country’s
economy. When you invest
a
foreign country, you are buying a
slice of that nation’s social and eco
nomic system. You must evaluate
it because it is the origin
many
forces beyond your control that can
make your investment a success or
a failure.
You need to examine official and
private projections of population,
gross national product, per capita
gross national product, and perhaps
national income (depending upon
available statistics). You need to
know the rate of growth of popula
tion and
gross national product
and how much of gross national
product goes into investment, into
consumption, and into exports. You
need to find out how much annual
investment it will take to maintain
the projected growth rates and
whether there is any real chance
the country’s marshaling the capital
required. You need to know the size
and composition of the country’s
imports and the character
balance of payments.
You must consider the outlook
for the value of the country’s cur
rency. If, for example, the country’s
foreign exchange earnings depend
upon one or more major exports,
a collapse of the world prices of
these commodities can precipitate
exchange depreciation in the coun

try concerned. This may wipe you
out unless you have set up your
business so
to survive an ex
treme rate of currency deprecia
tion. Your judgment as to the im
minence of currency depreciation
will affect your investment tim
ing. Even if the currency is stable
after you make your investment,
your evaluation
the likelihood of
future depreciation will influence
the choice of measures you take to
protect yourself against this risk.
Politics and economics are insep
arable. Look for indications of po
litical stability or instability. Even
if a country’s government has
changed frequently, you may find a
continuity
basic policy and a
tradition
meeting financial obli
gations. It may be necessary to dig
below the surface to judge stability.
Chile, for example, despite a his
tory of more than 100 years of cur
rency depreciation, has a long his
tory
democratic government.
Nearly everyone can read and
write, and a large part
the popu
lation participates in politics. Al
though Chile may seem tumultuous
to an outsider at first glance, the
risk
violent revolution is small.
Some countries that appear stable,
on the other hand, are ruled by
minorities. Half the population may
have had little education and may
be living on the ragged edge of
subsistence. That portion of the

https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
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Dig
to

judge

surface
stability.

population will have difficulty
participating in any democratic
process of government. In such a
country returns on investment may
be high, but the risk of revolution
is always lurking in the shadows.
Market study

In addition to evaluating the
country, it is necessary, of course,
to evaluate the market for your own
product. If you haven’t been export
ing to that country, perhaps some
one else has—if not the same prod
uct, perhaps one that meets the
same basic need. You can learn a
lot by studying a country’s import
statistics.
Many of W. R. Grace & Com
pany’s present chemical products
and paper products in South Amer
ica, for example, have replaced im
ports. Before we invested in local
manufacturing we made sure that
the volume of imports of those
products, plus the additional vol
ume we thought we could generate
through the right kind of sales pro
motion, would give us sufficient
volume to make local manufactur
ing economically sound.
For less developed countries
there are frequently no reliable
statistics on consumption of various
products. There are more likely to
be reliable production statistics. In
that case one can estimate con
sumption by adding imports to local
production, subtracting any exports,
and adjusting for any visible change
in inventories within the country.
It is important to study not only
the consumption of a product but
the trends. Sometimes the rate
growth of use of an item can be
correlated with published economic
indices. This can be helpful if you
are in a heavy industry where you
must start putting in new capacity
at least two years prior to develop
ment of the sales that will utilize
the capacity. For example, you
may find that certain industrial in
termediates will grow at a rate of
one and one-half times the growth
rate
the gross national product.
Such a relationship may hold true
over considerable periods of time
44
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and can be useful in planning ca
pacity. Bear in mind that in foreign
countries your lead time must be
greater than in the United States
because of the added delays of
overseas shipment, customs clear
ances, and slower speeds at which
you can arrange inland transporta
tion and erection.
You should also study the tariffs
and other incentives for local pro
duction
the article being consid
ered for manufacture. If you can
find within the country the raw ma
Local trends in price levels must be studied.
terials to make paint thinner, for
example, the chances are you can
get tariff protection against subse
quent imports of paint thinner.
Your chances of getting protection
needs to be, or should be, in a
competitor understand enough
on agricultural chemicals, however,
about
the
nature
of
true
costs
to
foreign country. The people of
may be quite different, particularly
know
that
he
is
losing
money
when
many other countries have consid
if a large part of the population is
his
currency
is
depreciating
in
value
erably lower standards of living and
employed in agriculture, for this
and
he
is
not
raising
his
prices
to
need
articles that can be bought
would raise the operating costs of
compensate?
Generally
speaking,
an
with
lower
purchasing power. They
a large group of citizens.
American cannot afford to invest in
need things that are genuinely
a business which he is competing
cheaper. If there are market re
Price trends
with very primitive producers who
search agencies qualified to help
do
not
understand
enough
about
you
design the specifications of a
Needless to say you must study
costs
to
realize
that
they
have
not
product
for the local market, use
the local trends in the price level of
made
a
profit
unless
they
can
keep
them.
If
not,
then you must decide
the product in question. In many
their
capital
intact.
It
is
probably
who
your
future
customers will be
foreign countries the total size
true
in
any
country
that
the
best
and
call
on
them
to
elicit the speci
the market is much smaller than in
investments
are
in
business
either
fications
they
wish
to see in the
the United States, and frequently
without
any
competitors
or
with
product
you
contemplate
manufac
there are fewer producers of a
very
sophisticated
ones.
turing.
given product. You may
your
In studying the overseas market
Local tastes also may differ.
self the only producer, but usually
Grace
personnel once ran a series
one
must
study
the
local
quality
in one of the less developed coun
of
taste
tests on gumdrops. All the
standards. Often an American prod
tries you will be one of three to five
American
personnel selected a very
uct is higher in quality than it
producers.

this case you must understand
the forces at play
determining
price behavior. You will have a
pricing situation similar to that
of steel or aluminum in the United
States. You have to know who has
been the price leader, and you will
have to understand the market
shares and cost structures of your
competitors. If you do, you can usu
ally surmise how they are likely to
behave in pricing when there is
excess capacity or when there is a
shortage of capacity.
In an underdeveloped country it
is particularly important to know
your competitors’ philosophy con
cerning pricing in periods of ex
change depreciation. Does your
Published
by eGrove,
1965
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National differences in taste can make or break a product.
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"Red carpet" treatment of union representatives
is often as important as wage negotiations.

soft, beautifully colored and fla
vored gumdrop. We then ran the
same test with a panel
Colom

bians. They found the Americanstyle gumdrop disgusting. Instead,
they picked a hard, dry, tooth
cracking specimen. It was the only
one, however, that could survive
the climate of the Caribbean coast,
which made the American gum
drop a mass of mush.
Labor market

unions' representatives is as impor
tant as any wage increases they
may be demanding. Let local work
men feel the full dignity of the
occasion in contract negotiations
and grievance hearings, and your
labor relations will go much more
smoothly than they would other
wise.
Once your homework is com
pleted, the next step usually is a
personal visit to the country to see
and hear what is going on. You
need not arrive
a complete
stranger. You can arrange to be met
at the airport by someone who
speaks the language and who can
smooth your entry. Get your bank
ers to arrange useful introductions.
Even if they themselves do not do
business in the country, they will
have correspondents in the big for
eign trade cities who can introduce
you to anyone important you want
to meet.

It is also necessary to study local
labor conditions. Here you will find
more similarities to the situation in
the United States than differences.
American labor contracts have been
well emulated around the world,
and the labor codes of many foreign
countries have borrowed heavily
from American labor relations prac
tices. Often these labor codes are
incorporated by reference
your
labor agreements.
There is no particular magic to
Find a local lawyer
getting along with labor unions
One of the first people to get to
overseas. The American tradition
know is a local lawyer of ability
fair play represents the best set
and integrity. He may be an Amer
criteria for your own behavior. In
ican who has lived in the country
their dealings with large corpora
for quite a while and has practiced
tions, members of local labor unions
law there. Or he may be a national
are hungry for recognition of their
sufficient caliber to be loyal to
dignity. In the Latin American
your interests.
countries
particular you will find
You need him to advise you as
that the respect accorded to the
https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
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who is reliable and who is not
and to help you with the multitude
details involved in arranging for
the beginning of a business. It is
obvious that you must understand
all the relevant local laws and ad
ministrative decrees. Beyond that,
you must have a sophisticated local
adviser to tell you how the com
munity runs and guide you among
the unofficial lines
power and
influence. Without him any invest
ment
that country has the odds
stacked against it.
Sometimes, of course, you can get
this help from a local entrepreneur
by means of a joint venture. Local
know-how on how to get things done
may be one of the joint venture
partner’s chief contributions. Local
know-how includes such things as
these: How do you register capital,
if the laws
the country provide
for it? How do you arrange for a
favorable rate of exchange for capi
tal repatriation? How do you get
tariff protection, or how do you get
a decree issued to cut off importa
tion of the article you are going to
make when you begin production?
Who are the powers behind the
thrones in the companies against
which you may compete or with
which you may enter into various
types of transactions? How do you
get assurance that strategic raw ma
terials will be allowed entry at low
or no tariffs? How does one arrange
for the tax exemptions promised
by certain governments as an in
centive to industrial development?
How do you go about importing
equipment, and how do you clear it
through customs quickly? Who are
the good distributors and what is
their credit worthiness? What are
the local tax laws? How do you
recruit the best labor? This sort
information you can get from a local
investment partner or a good local
lawyer.
Meanwhile, of course, you should
be making your own contacts—with
customers, competitors, local bank
ers, and government officials.
Among the first people on whom
you should call when entering a
foreign country for the first time
are the American ambassador and
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Have a local contact who knows the country, the customs,
the officials. A lawyer of ability and integrity is essential.

the Embassy’s commercial attache.
It generally pays to confide your
purposes
them. They can give
you valuable help and advice, in
of
troduce you to people you ought to
know, brief you on how to win
friends and influence people, and
prevent you from violating local
laws and customs.
On a trip to evaluate a country
for investment, do not be rushed.
Take time to mix with the local
people. Play
go to the beaches,
or indulge some other recreation,
preferably in the company of local
citizens. Time to absorb the local
atmosphere and learn the attitudes
of the people of various classes is
absolutely necessary for sound
judgment. After you have been
the country for a while, your whole
concept
it and many of your
opinions are likely to change com
pletely. Snap judgments are usu
ally wrong in the case of foreign
investment.
Walk around and window shop.
A businessman with a talent for
marketing can learn a lot from look
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ing at the styles and quality mer
chandise store windows. Look at
the prices posted on articles in vari
ous parts of the city and translate
them into American dollars. You
can tell a lot about the state of in
dustry in the country. Naturally you
cannot make a systematic national
or market study in this way, but you
will never get a balanced view from
books, statistics, and government
ministers. Without personal impres
sions and personal spot checking,
you risk being misled.
Get outside the capital into the
countryside. Go down to the sea
ports and watch the loading and
unloading of the ships. Notice how
the articles are packed and what is
being broken and why. Visit farms
and retail stores. Go to other com
panies’ production installations. Vis
it mining camps. You need to get
some kind of local feel to develop
intuition about what can be done
in the country and what kinds of
products represent marketing op
portunities.
One of Grace’s best businesses

Colombia resulted from a weekend
trip to a steel mill. A number of us
were curious about a governmentsponsored steel mill high in the
eastern spur of the Andes, a monu-
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Distribution channels in the less developed countries
often depend on small stores carrying thousands of items.

mental undertaking for Colombia
at that stage of her history. We end
ed up spending three days walking
around the mill and talking with
its personnel. Several years later
that curiosity was translated into a
substantial chemical business based
upon the coal tar recovery from the
coke ovens at this steel mill. If we
had stayed
Bogota, we would
have missed a fine opportunity.
From visiting other factories and
businesses different from your own
you can judge the country’s general
level of industrial advancement, its
skills, the standards of maintenance,
and the degree to which advances
in industrialization have been
adopted from the United States and
Western Europe. Through looking
at retail stores and talking to com
mercial attaches, bankers, and busi
nessmen you can get an understand
ing of how distribution is organized
in the country.

agencies look like rural general
stores. In the typical provincial
town there are only one or two es
tablishments, but they sell thou
sands of items; what they do not
have in inventory they can get you
on a mail order catalog basis. This
seems to be a common form of dis
tribution in areas of the world
where population and purchasing
power are thin and it is difficult
impossible to sell very much of
any one thing.
If this is the situation, to sell out
side the major cities you must find
the organization that does the best
job of general merchandising and
make it your distributor. Within the
cities you have to know who is who
and who does what in distribution.
If your product is going to replace
an import, consider using the im
porter as a distributor. Otherwise
you may make a serious enemy.
Profitability analysis

Distribution

In some countries you will find
something resembling distribution
in the United States, with consid
erable specialization throughout the
country. In a less advanced nation
you will find that one or two large
cities have wholesalers and retailers
who are highly specialized
prod
uct or service lines but that
the
rest of the country distribution

The next step is to estimate the
profitability of the proposed opera
tion. There is no need to review
here the basic techniques
trans
lating sales estimates and local
labor and raw material costs into
profit forecasts. However, there are
a few key problems that may arise
because of conditions that differ
from those that exist in the United
States.
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If you are going into a foreign
country without a stable hard cur
rency—and only a few have them—
one of your toughest problems will
be to safeguard yourself against the
effects of exchange depreciation.
Very few nations in the world
have not undergone severe currency
depreciation at some time
their
history. You must be aware of this
risk and, if it is serious, make provi
sion for it in your profitability esti
mates.
Working capital

In an area in which the currency
is depreciating in reference to the
dollar your working capital is high
ly vulnerable. Usually the local pur
chasing power of the currency is
declining at the same time. If you
are buying and selling in the coun
try you will have accounts receiv
able and inventories of merchandise
for the local market. If you have
100,000 pesos of receivables and the
peso becomes worth only half as
many dollars
before, you have
suffered a loss of 50,000 pesos on
that receivable. In other words, if
the peso depreciates, say, from 10
to the dollar to 20 to the dollar,
you have lost $5,000.
With rapid currency depreciation
the loss on inventories is likely to be
almost as great as on receivables.
You can seldom increase your sell
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ing prices fast enough to recover
the original purchasing power in
vested in the inventories. Unless
you are in a business
which you
can raise prices very quickly, it is
usually prudent to assume that in
ventories represent much the same
exchange risk as receivables. How
do you guard against this as a prac
tical matter?
Safeguards

You can arrange for a safeguard
by making sure you finance your
current assets in the local business
through local currency borrowing.
Then when these loans fall due you
will be paying them off with cheap
currency. You will be in the same
position as if you had sold stock
short on the New York Stock Ex
change. An account receivable or
inventory is a long position
the
local currency; borrowing in the
local currency amounts to a short
sale. So you can hedge on the local
currency by financing your current
assets with local currency borrow
ings.

When you are planning a foreign
enterprise, it is well to take a good
look at the possibilities of financing
current assets in local currency.
Then you must allow in your profit
and loss estimate for the interest
charges you will have to pay. If the
likelihood of currency depreciation
is low and interest rates are high,
you may prefer to risk your own
equity money. Generally, however,
over a period of years you will
come out ahead if you borrow the
value
your current assets.
Bank lines

In some years you will rebel at
the interest costs incurred, and you
will find others questioning your
policy. However, bear in mind that
after failing to borrow in years
currency stability you cannot sud
denly borrow a large amount dur
ing a period of currency deprecia
tion. The loans will not be available.
Keeping your local bank lines open
will make the difference between
success and failure at fairly fre
quent intervals in many countries.

Depreciation charges on fixed
assets and pricing are also critical
considerations in profitability. In
most foreign countries the depre
ciation that you are allowed to
take for tax purposes is a certain
percentage of the local currency
value of a fixed asset at the time
you built or imported it. When the
currency starts depreciating, you
may not be allowed to increase the
local currency depreciation allow
ance in your tax return. In some
but not all countries you can get
some tax relief by revaluing your
assets in local currency. In any case
the most important issue is how
you calculate your costs to guide
your pricing.
In these calculations you must
allow for the decline in the pur
chasing power of your depreciation
allowance. If you imported a $100,000 machine and valued it on your
books at one million units of the
local currency depreciated at 10 per
cent per annum straight line, you
have 100,000 local currency units
depreciation per year. Suppose the
local currency drops to half

Keeping local bank lines open can mean the difference
between success and failure at fairly frequent intervals.
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former value. Now you are charging
It means that in a country
depreciation with a purchasing
which there is a risk of currency
power equivalent to only $5,000 a
depreciation you must be able to
year instead of $10,000. If you are
project substantially higher margins
basing your prices upon the orig
on your sales than in the United
in
inal depreciation charge, you are
States. This will give you some
now underpricing your merchan
cushion in your pricing to begin
dise. You are not maintaining the
with—and you will need it.
purchasing power of your gross re
It also means that you should
ceipts. In most businesses cash in
hesitate before investing in a busi
come is equal to net profit after
ness whose products are likely to be
taxes plus depreciation. To main
subject to price control. Articles
tain the purchasing power of this
that are important in the cost
sum in a situation where the cur
living of the rank and file of the
rency is depreciating rapidly you
citizens—meat, cooking oil, textiles,
must raise your prices quickly
telephone calls, streetcar rides, sug
enough to keep pace with declin
ar, and flour—are likely to be price
ing currency values.
controlled in times of currency de
In a country that will not allow
preciation. Generally a foreigner is
you to raise your depreciation al
better off supplying such items as
lowances as the purchasing power
gaskets for motors, industrial chem
of the currency decreases, your tax
ical intermediates, and corrugated
burden will worsen just when you
boxes for breweries. Producers of
need relief. To preserve the pur
these products can raise their prices
chasing power of your cash flow
fast enough to keep themselves fi
under these circumstances, you will
nancially whole.
have to raise your prices by a pro
This does not mean that no edible
portion greater than that of the
oil producer, for example, should
decline in the value of the currency.
ever go into business in a foreign
country. In some countries there is
a serious shortage of edible oil, and
Pricing
the rate of sales growth and high
This takes considerable fortitude
profitability in good times may be
in a foreign country. If you are not
enough to offset exchange losses in
courageous about it, however, your
bad times. But producers of such
net worth will shrink even though
items should exercise extra caution
your operation may look prosperous
in planning.
on the surface. You will be taking
in carloads of local currency, but
your business will end up worth less
Accounting
in real terms than when you began.
Safeguarding yourself against
That is why it is helpful to have
currency depreciation can be com
Sophisticated competitors are a must
sophisticated competitors. If you
plicated,
particularly if you have
in periods of currency depreciation.
raise your prices in a period of cur
to make special statistical studies
The producer who feels very pros
rency depreciation, sophisticated
perous in terms of rapidly depreci
whenever a period of exchange in
competitors will usually follow your
ating local currency is often going
stability is imminent. It is wiser to
lead immediately. An unsophisti
down the drain. And the worst of it
incorporate these considerations in
cated competitor may not. As a re
is—he can easily
you with him.
to your company’s regular account
sult, he will take business away
ing system.
from you, but, unfortunately for
Most of the large public account
him, even though he feels prosper
ing firms who service international
ous in local currency he often will
businesses can easily install a sys
be going down the drain. And he
tem of foreign exchange accounting
may take you with him.
in your foreign subsidiary or affili
ate that will give you a true ac
Implications
counting of your real dollar profit,
month by month, despite currency
This problem has several implica
fluctuations. They will set up re
tions for planning a foreign invest
serves against exchange loss on
ment:
https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
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wooden mallets instead of using
working capital and losses caused
automatic machinery.
by decreases in the dollar purchas
In studying the economics of
ing power of noncash charges in
the profit and loss statement.
hand versus machine work, how
Losses on fixed assets are less im
ever, do not make the mistake
portant. Usually, when a currency
basing your estimates on current
depreciates, the value of buildings
wage rates if you are in an economy
and capital equipment in the local
where wage rates are rising rapidly.
currency increases enough to main
Unless you project wage rates a few
tain the dollar equivalent of the
years ahead, you risk going too far
local currency value of fixed assets
in using manpower instead of ma
—at least over a period of time. Un
chines.
Bear in mind, however, that in
like receivables and inventories,
organizing a foreign enterprise you
fixed assets seldom need to be con
verted into cash in a hurry. If you
usually cut down on your risks if
can sit on your land, buildings, and
you minimize the original capital
investment. If the currency is weak,
equipment through a period of cur
the arithmetic of a large number
rency depreciation and inflation,
of low-wage people on the payroll
you are unlikely to take losses.
and a minimum fixed investment
But receivables, inventories, de
usually works better than the arith
preciation, and pricing can present
metic of a high fixed investment
real problems. If you contemplate
with a high degree of automation.
setting up a foreign subsidiary in
Foreign plants designed by nation
an area with any history of currency
may look primitive by American
depreciation, go to an accounting
standards. But often the nationals
with international experience
know what they are doing. You will
and get it to set up an accounting
find that the smart national goes for
system that will not fool you on the
a low investment, low overhead,
amount of your profits in dollars.
high percentage of variable
It will save you a lot of grief.
maximum flexibility, and a fast pay
out.
Mechanization
So take a good look at the way
local
industries are being run. Have
Plant size and degree of mechani
Losses on
assets are not too
the
design
engineers study Euro
zation are also important considera
important.
When
local
de
pean-style small-country designs.
tions in profitability. In most coun
preciates, value of buildings and
Make sure there is a real economic
tries the size of the economy, the
equipment usually increases enough in
saving in every item of capital
size of individual markets, and the
local
to hold dollar values.
equipment designed into an over
scale of
manufacturing
are
smaller
fixed
seas plant. If there is doubt, err on
than in the United States. Unless
the side
the lower investment to
the plant is intended to serve an
begin with. You can always boost
international market, a typical
your investment later on as you
American plant design will prob
gain experience.
ably not be appropriate. You may
even have to use a completely dif
ferent manufacturing process.
Aspirations
Furthermore, plant design must
allow for the fact that in most for
There are also social and politi
eign areas labor rates are consider
cal considerations involved. Many
ably lower. Usually you will have to
countries have a large number of
use human beings to a greater de
underemployed people. If you come
gree than you would in the United
into a Latin American town teem
States and make less use of machin
ing with underemployed workers
ery. Often, for example, men with
and set up a highly automated in
wheelbarrows will give you a lower
dustry, you are likely to be very
unpopular, to say the least.
cost of production than conveyor
Your chances for success in a for
belts. In a paint factory it may pay
eign country will be greatly en
to have human beings put the lids
on cans and tap them down with
hanced by familiarity with local
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Setting up a highly automated factory in a town filled with
unemployed workers is an excellent route to unpopularity.

aspirations. You should make sure
your investment accomplishes some
thing the country wants done. You
will be much more welcome over

a period
of years if you are helping
to solve some of the local problems.
Most countries—not only the socalled underdeveloped ones — are
trying to develop rapidly. They
want to improve the economic lot
of their citizens. This puts quite a
strain on their finances, both inter
national and local. They are likely
to be overspending their reserves
gold and hard currencies and suffer
ing from shortages of foreign ex

change. Such countries will wel
come a business that will help them
to generate foreign currency earn
ings or at least to conserve foreign
exchange. They like you to create
products that can be sold interna
tionally for hard currency. And they
like you create local industries to
supply local markets, thus replacing
imports.
If you can ease a balance of pay
ments problem in either of these
ways, you are likely to be given
much help and special considera
tion. Many countries will grant im
portant financial incentives and con



If people look on you as a feather merchant,
even an enemy, you may be forcibly ejected.

https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
50

cessions—relief from income tax, re
lief from import duties on capital
equipment and on key manufactur
ing supplies and raw materials,
loans at favorable terms from na
tional development corporations.
In addition, and perhaps
even
greater importance, you will get a
lot of help every day from people
the country, including bankers,
lawyers, university professors, labor
leaders, employees, and customers.
If you are doing something that
helps the nation achieve its goals
you will find yourself swimming
with the current and sometimes
being swept along it by thousands
of people. If not, and people look
upon you
a feather merchant or
even as an enemy, you will find it
an unbelievably difficult upstream
swim. You may even be forcibly
ejected.
In the less developed countries,
in particular, people will want you
to create markets for other local
businesses. They will want you to
create employment. They will want
you to upgrade labor skills.
If you are investing in a business
that creates essential items and if
you plan your operation in accord
ance with the true supply of labor
and labor rates and design your
products to meet local needs, you
are going to be doing these things
automatically. By taking unskilled
Management Services
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Even before you build your local plant, bring key
nationals to this country for long, thorough training.

labor and training it in rudimentary
factory operations, and even rudi
mentary equipment maintenance,
you will actually be revolutionizing
the abilities of these people. Local
industry development can spark a
whole society in the direction of
greater personal productivity and
higher levels education in a short
period of time. This is one of the
rewarding phenomena of industrial
ization
underdeveloped coun
tries.
Management

Another thing the foreign coun
try will want you to do is to employ
nationals
management and tech
nical positions. The ideal is to have
your business run 100 per cent by
nationals. It is unlikely that you can
achieve this ideal immediately. But
you should adopt it as a goal and
work at it over a period of time.
One way of achieving this goal at
a relatively early date is to buy an
existing local company with good
local management. Another way is
to enter a joint venture with quali
fied individual nationals or a quali
national company. The third
way is to go in on a grass roots basis
and hire good local citizens at the
outset.
In all of these cases you will
probably have a training and in
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doctrination problem. You will have
to indoctrinate the nationals in your
processes and methods. It is equally
important for you to be indoctri
nated in their ways of thinking and
in their methods, which may be
better than yours
their country.
Therefore, you must exert yourself
to provide an exchange of ideas be
tween your key people and the key
men who are going to run your
business overseas.
Even before you have built the
local plant, bring the key nationals
to this country for a considerable
period of time and give them thor
ough training
every phase
your business
the United States.
Teach them what you want them to
know, and, just
important, let
them teach you. Let them discuss
with you at length where your
methods are applicable to their
home country and where adapta
tions of your methods should be
made. This will forewarn you of
many problems and enable you to
avoid many surprises. It also
enable you to evaluate thoroughly
your candidates for future manage
ment, with a chance to make
changes before your pattern
the
foreign country has become fixed.
If you train the nationals here,
then they can do most of the work
needed their home territories, in
cluding the lion’s share of setting up

the local operation. If you do not do
this, your American staff will be
stretched too thin. Most
your
success abroad will depend on your
skill in using local abilities to the
maximum. Then your own burdens
will be quite manageable, and your
American business can quickly be
come international while making a
profit. Furthermore, you will be op
erating in accord with the national
aspirations of the country in which
you are investing. Make nationalism
work for you. It is a very powerful
force. Use it. You will not make
money fighting it.
Once your business is operating
you will have to learn to run a
group of people a long distance
away on a loose rein. Even if it were
practical to run them on a tight rein
—and you would be traveling most
of the time—that is not the best way
to get the most out of a local man
agement.
As a general approach, it pays to
delegate a lot of authority to the
local overseas management. Pick
very able people at the start, the
best nationals available. You may
have to give them what seems to
you to be excessive compensation,
probably more than they would be
paid
a similar job by a locally
owned company. A very able na
tional paid at above the going local
rate, however, will be an economy
51 53
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To get the best men, you have to give them a lot of authority. . . .

for you compared with what will
happen if you get mediocre people
running your affairs a long distance

away. The best man at a high price
is cheap in this situation.
To get the best men and keep
them productive, you have to give
them a lot of authority. Grace, for
example, gives local managers over
seas practically unlimited authority
to buy raw materials and enter into
contracts for sale of their goods.
Grace puts no restrictions on their
authority to borrow local currency
and enter into agreements with
local labor. Grace gives them au
thority to hire and fire personnel
up to high compensation levels.
In other words, Grace gives them
practically all the authority a man
needs to run an entire business. To
the maximum degree possible this
authority is written out.
There are some limits on capital
expenditures. Large ones must be
referred to headquarters. The limits
vary with the size of the foreign
enterprise, but,
general, a local
manager can buy at least one unit
of the kind of equipment it takes
to keep the operation productive. A
sugar estate manager, for example,
can buy a whole tractor over the
telephone; sometimes he needs to
do this sort of thing to prevent de
lays in production. A paper mill
When you have someone else run
ning your affairs at a distance, the
manager can buy a whole blow tank
best man, even at high price, is
or a centri-cleaner or a hydro-finer
the most likely to be a real bargain.
any time he needs it. If he wants to
put in a $l-million machine, how
ever, or go into a whole new line of
products requiring some major ad
dition to the plant or to the market
ing organization, the proposal must
be referred to the board of direc
tors.
It is better to over-delegate and
over-authorize than to over-restrict.
However, do not isolate the local
management. The chief executive
in a large company, the director
of international operations must be
readily available. Let the local man
ager know he can do a lot
things
https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
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by himself without formal restric
tions, but make it easy for him to
discuss his problems with you. En
courage him to tell you his troubles
while they are still small. Help him
feel free to tell you about his mis
takes by never humiliating him.
Frequent, friendly counseling will
avert big mistakes, big crises, big
reprimands from the head office,
and big firings. All these are good,
big, and fancy ways of losing lots
of money.
If sudden major changes are dic
tated by the head office, you will
never build great stature in your
overseas management. There is an
art to building up the competence,
confidence, stature, influence, and
profit-making ability of local na
tional managements. This is prob
ably the most important single as
pect of successful overseas manage
ment.
You should also use a high per
centage of local technicians if they
. The man who knows his own
of
country because he grew up there
and who also has met the high
standards of a good American in
stitution like Massachusetts Insti
tute of Technology, for example, is
likely to be ideal. Of course, if the
country in which you are operating
has high-quality technical educa
tion, its graduates should be util
ized.
From a purely monetary point of
view, utilization of local technical
personnel will cut down foreign
currency allowances of imported
technical personnel. This cuts your
hard currency overhead, your costs,
and your exchange risks. But per
haps more important is the fact that
if you give local nationals a high
incentive they will make every ef
fort to prove that they are better
than American engineers.
In countries where the level
technical education is considerably
behind that of the United States
you will have to use some American
engineers and scientists to maintain
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High standards of design, mainte
nance, and manufacturing manage
ment. Be meticulous about bringing
these expatriates back to the United
States often enough to keep them
from getting stale. Let them come
home frequently to keep a clear
image in their minds of what a well
run American plant
like, to
maintain contacts with their pro
fessional peers (even if you thereby
risk job offers from other compa
nies), to keep themselves intellectu
ally refreshed.
Bring nationals to U.S.

The same rule applies to nation
als. Bring them to the United States
let them work in your American
plants or, if you have none, at least
to let them visit mainland factories.
This will give them high standards
to apply to your foreign operations.
The relative affluence of the United
States will probably provoke them
to ask for increases in compensa
tion. This is a mild problem, how
ever, compared to what happens if

all your technical personnel are left
for a long time in a community
where there are no advanced opera
tions that can serve as standards of
comparison for them.
Although this problem is particu
larly obvious in the case of tech
nical personnel, the same general
ization applies to marketing or in
deed any other personnel of an
overseas operation. Let the people
in your overseas business, whether
their jobs are in marketing, finance,
or engineering, have plenty of op
portunity to see outstanding exam
ples of their type of work in ad
vanced countries. Expose them to
first-class operations.
Rate of return

All this adds up to high expenses
in a foreign business. You have to
accept the fact that your manage
ment expenses in general and par
ticularly your financial and tech
nical management expenses are
normally going
be higher per
dollar of
your foreign than

in your domestic business. These
are the facts of life. Because you
usually sell on a smaller scale
abroad and yet have a greater num
ber of problems to handle, each
sales dollar is going to be more ex
pensive. Furthermore, there are
more risks in foreign business than
in domestic. Therefore your sales
dollar abroad usually must have a
higher net profit margin in it than
your domestic sales dollar.
It follows that you should not
embark on a foreign venture unless
you can project in the first place a
higher rate of return on capital than
would satisfy you in the United
States. As a rough rule of thumb,
many American companies feel that
they ought to earn at least 10 per
cent on total capital employed to
make an industrial investment
worthwhile in the United States.
These same companies feel that in
the less advanced countries they
must earn 50 per cent more, or 15
per cent on total capital employed
after all taxes and after all provi
sions for reserves for exchange loss.

Use local technicians whenever and wherever possible. The man who knows his own
country and also has met the high standards of a good American school is ideal.
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When circumstances don’t require the most precise
measurements, and the analyst’s time or training
doesn't permit use of stop-watch or work standard
techniques, the relative novice can still use—

WORK SAMPLING-FIRST STEP
TOWARD WORK MEASUREMENT
Henry De Vos

method, experi
Historical method: Judging pres
enced estimate, recorded
ent standards of production by a
time, predetermined data, ratio de
benchmark set up on the basis of
lay, time study—the terms them
past records. Thus, if a billing de
selves are both forbidding and—
partment has at some base year
perhaps deliberately — sometimes
(using generally comparable meth
even mysterious.
ods) produced X number of bills
Actually, as is so often the case
in systems work, the semantics may
be formidable but the ideas are
HENRY DE VOS is man
simplicity itself. The technique of
ager, management ser
vices, in the Technical
applying them may be complicated
Services Division of The
or tiresome, but the principle be
American
Institute
of
hind each of the terms is easy
Certified Public Account
grasp.
ants and the editor of
the Management Con
The phrases, of course, refer
trols
and
Information
various approaches
work mea
department of The Jour
surement. Some of these approaches
nal of Accountancy. Mr.
De Vos is a member of the American
are summarized and evaluated in
Accounting Association, the American Man
Exhibit 1 on page 55. Very briefly,
agement Association,
and
the
National
they mean:
Accounting Association.
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while employing Y number of
workers
a given period of time,
the analyst has some standard by
which to judge the relative effi
ciency of the workers—Y plus the
number of workers added—who
are now working in billing. Pre
sumably their total output by hour
or day should have increased by
the same percentage as their num
bers.
Experienced estimate or leveling:
This simply implies watching a
worker
he goes through one en
tire work cycle—types an invoice,
say, or checks
a shipment of
goods. The analyst judges whether
the worker is performing at normal
speed, at less than normal, or at
faster than normal. If he finds the
worker is performing at a normal
56
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EVALUATION OF WORK MEASUREMENT TECHNIQUES

Historical Records
Criteria

1. Speed:

time

required

to

measure

and establish standards.

2. Training and

skill required:

tech

Predetermined

and Logs

Work Sampling

One to four weeks

Two to four weeks

of logging plus sum

of observation plus

marization

summarization

Little

Little

nicians, supervisors.

3.

Cost:

technician,

Stopwatch Timing

Time Standards

Fast

Fast

Heavy, including

Lengthy

rating

employee

time,

Inexpensive

Inexpensive

Inexpensive

Costly

Simple

Simple

Complex

Complex

equipment, etc.

4. Technical
ease of use.

requirements:

5.

subjective vs. objective;

simplicity,

Fairly

Fairly

Very

Very

degree of distortion.

accurate

accurate

accurate

accurate

6. Acceptability: employee, supervisor.

Acceptable

Acceptable

Least acceptable

Acceptable if under

Accuracy:

stood by supervisor

7. Interruption of work operations.

Little

None

Little

Some supervisor
participation

8. Applicability: routine vs. nonrepeti

Routine and

Routine

professional

Routine and
professional

Routine

tive; physical, clerical, professional.

9. Savings: how quickly? how much?

Intermediate

Slow

Fast

Fast

10-15 per cent

8 per cent

15-30 per cent

15-30 per cent

Fair

Fair

Excellent

Excellent

Simple

Simple

Complex

Most complex

10. Usability: in scheduling production,

evaluating performance.

11. Reporting requirements: difficulty
of furnishing data and using reports.

Reprinted with permission from “Performance Standards for Clerical, Administrative, Technical, and
Professional Personnel” by Charles J. Berg, Jr., The Changing Scope of Office Management,
AMA Management Bulletin 49. Copyrighted 1964 by the American Management Association, Inc.

EXHIBIT I

rate over a period of time, that
worker’s production for that period
is taken as standard. A production
rate per hour or some other time
period is developed, and that rate
becomes the standard for the par
ticular job.
Recorded time: Exactly the same
as the historical method except that
current data are used. Workers
keep work logs, or their supervisors

Published by eGrove, 1965
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record the amount of work accom
plished in a given amount of time.
The time in hours is divided into
total production to arrive at rate
per hour. Total rate per hour is
divided by the number of workers
doing the given job, and the result
is accepted as the standard time
for the job.
Predetermined data: Use of vali
dated standards for which times

have been established and pub
lished.
Time study: Actual timed obser
vation of workers doing their jobs.
Times for the necessary components
of each job are totaled, and this
total is then taken as the standard
time for the job.
Ratio delay
work sampling:
This approach attempts to define
percentage of idle time against
55
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working time for individual work
ers or activities. Thus, a given
worker could be working all the

time at an unduly slow pace; pure
work sampling might never reveal
it. It is, however, an extremely ef
fective technique to use on a de
partment-wide basis to uncover
poor management
time. More
over, it is extremely easy to apply.
Thus, it really serves two purposes.
It can be a good floor for more de
tailed techniques which can be ap
plied afterward. Alternatively, it
can serve as a rough first estimate
of areas which can stand improve
ment and as a first rough guide to
such improvement. Refinements
can come later.
And this is one of the first prin
ciples of any type of systems im
provement. Make the major im
Make the major
provements first. That will save the
client the greatest amount
improvements first.
money in the shortest possible time
—and will at the same time make
That mill save the client

the most spectacular impression in
the greatest possible
terms
results. The satisfied client
in turn is much more amenable to
amount of money in
any further suggestions from the
analyst.
the shortest possible time
Admittedly industrial engineers
have
traditionally been associated
—and mill at the same time
with developing standards and de
termining performance achieve
make the most spectacular
ments. However, the management
impression in terms
accountant need no longer take a
back seat. This is particularly so
of results.
when highly scientific measure
ments are not required under the
prevailing circumstances.
A valuable tool in establishing
such time standards, determining
realistic personal allowances, and
searching out improvement pos
sibilities is work sampling. It is a
method which does not utilize such
devices as stop watches and lapsed
time cameras. This tool can be used
in a variety of office and plant situ
ations without the use of mathe
matical and statistical theorems.
Work sampling incorporates the
laws probability and randomness
with the concepts of normal dis
tribution. While some of these
principles have been elaborately
explored, one needs but a reference
to “Cost Reduction and the Science
https://egrove.olemiss.edu/mgmtservices/vol2/iss2/9
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of Probability” (Journal of Accoun
tancy, August, 1964, page 76) for
a lay interpretation of the statistical
science.
Shipping room study

A
with which I was formerly
associated had occasion to be inter
ested
determining the produc
tivity of a client’s shipping and re
ceiving department. We were
the opinion that, through more
direct supervision, improvements
could be made in the department’s
operations.
The shipping and receiving de
partment maintained a large por
tion of the inventory which, upon
receipt, was counted and placed
on shelves until ordered. When
orders were received from the or
der department, the inventory items
were assembled, packaged, and
mailed. The department also han
dled special mailings and had
charge of stationery and supplies
and the company’s local messenger
service. There were twelve fulltime employees assigned to this de
partment, including a supervisor,
Leonard Vogel.
Mr. Vogel was also interested
in increasing the department’s pro
ductivity and desired to take part
in the engagement in order
perform similar studies on his own
at a later date. He indicated that
he would seek analytical assist
ance until he felt competent to
handle such investigations without
help.
Low cost, simple study

In our discussions with Mr.
Vogel it was determined that the
time study should be simple and
at the lowest possible cost to
the department. However, it was
pointed out that the simple study
would give some insight but would
not point out much of the detail
and exceptions which a more en
compassing engagement would
give.
Management gave instructions
to go ahead with the departmental
work sampling and agreed to four
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categories of activity that would
be surveyed:
1.
2.
3.
4.

Working in area
Working out of area
Personal
Idle

Pro
ductive
Nonpro
ductive

Mr. Vogel indicated that he
could take about ten readings a
day without interfering with his
normal duties. This meant that one
hundred and twenty (ten time in
tervals times twelve men) observa
tions could be accounted for daily.
It was decided that the observa
tions should be taken for a period
of five days for a total of six hun
dred observations.
Worksheet

An observation worksheet on a
stratified random basis was de
signed for Mr. Vogel and he was
instructed
its use. (This was tak
en from a random number ta
ble found in most mathematical
books.) Mr. Vogel, with some help
for the first two days, completed
the forms for the week. Exhibit 2
at right shows the form as com
pleted by Mr. Vogel for the first
day. (The observation worksheets
for the remaining four days are not
reproduced in this article.)
The results of the week’s sam
ples are shown in Exhibit 3 on
this page.
As a result of taking work sam
ples it was found that the depart
ment operated at approximately an
average
70 per cent of capacity
for that week. This allowed for
an over-all improvement potential
of 30 per cent. However, it was
determined that personal time of
10 per cent should be considered
normal, thereby establishing an im
provement goal of 20 per cent.
A further analysis of the daily
observation sheets by hours proved
to be what management and the
supervisor were really looking for.
That analysis is shown as Exhibit 4
on page 58 and provides the basis
for the productivity graph shown
as Exhibit 5 on that page.
Based on Exhibit 5 it was
Published
by eGrove,
March-April,
1965 1965
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EXHIBIT 3

57 59

Management Services: A Magazine of Planning, Systems, and Controls, Vol. 2 [1965], No. 2, Art. 9

DAILY OBSERVATION WORKSHEET SUMMARY

SHIPPING AND RECEIVING DEPARTMENT
March

23

24

25

27

26

Week's Total

Time

(in
½ hours)
8:00- 8:30

Pro
ductive

Nonpro

Pro

Nonpro

Pro

Nonpro

ductive

ductive

ductive

ductive

ductive

9

3

8:31- 9:00
9:01- 9:30

10

2

9:31-10:00

7

10:01-10:30

8

5
4

10:31-11:00
11:01-11:30

9

3

8

4

8
9

4

10
9

3

3
4

4

11:31-12:00
12:01-12:30

ductive
10

8

8

Pro

8

4

6

6

ductive

Pro

ductive

8

2

7

Nonpro

Pro

Total
obser

Per cent
of pro

ductive

ductive

vations

ductivity

19

24

26

36
36

80
72

2
9

11
8
12

Nonpro

3
4

5
1

11

1

6

6

8
10

10

2

9

10

2

3
4

48

78

36

65
77

25

36

70

39

48

24

36

81
67

6
37

48

36
29

48
36

77

9

12

75

38
27

48

80

36
72

75

28
9

4

28
31

12:31- 1:00

1:01- 1:30
2:01- 2:30

8

2
4

2:31- 3:00

10

2

1:31- 2:00

10

3:01- 3:30
3:31- 4:00

10

3

9

3

18

6

84

36

7

2

4:01- 4:30

4:31- 5:00

9

6

6

86

34

8
9
9

4

10

3

3
5

5

7

85

35

12

12
89

12
31

3
2

9

3

9

3
9

3
84

38

12

50
79

80

53
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EXHIBIT 4

EXHIBIT 5
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Annual departmental savings = $7,800—equivalent to $27,000 in additional sales.

pointed out that the low produc
tivity after the lunch period was
due to the order department’s delay
in sending requisitions to the ship
ping and receiving department. In
addition, departmental employees
had been “breaking” for lunch and
quitting time much too early, partly
because of lack of sufficient work.
These conditions were subsequent
ly corrected.

Average
hours
per
day
7.57.06.56.05.55.04.54.03.53.02.52.01.51.0.50-

Results

It was suggested that Mr. Vogel
take additional samples approxi
mately weekly for the next two
months to substantiate the oneweek test. Based on the additional
observations, management took the
following actions:
1. Reduced the shipping and re
ceiving department by one man
2. Reassigned one man to the
indirect labor pool with an agree
ment that he would be available to
the shipping department at peak
demand periods
Management’s actions resulted
an estimated annual departmental
saving
$7,800. At a profit vol
ume ratio of 29 per cent this would
equal almost $27,000
additional
s.
skill 
as
A similar study was also con
ducted in an attempt to determine
the productivity of the office staff. 
In this study the daily observa
tion worksheet was designed to
determine the activities being per
formed. From these worksheets the
employees’ productivity was graph
ically portrayed
shown in Ex
hibit 6 on this page.
To indicate the further benefit
that can accrue from such an anal
ysis we reorganized the office func
tion by combining skills into ho
mogeneous groups. (See Exhibit 7
on this page.)
After the activities had been
combined, responsibility for the ho
mogeneous functions were centralPublished
by eGrove,
March-April,
1965 1965


Employee 1
Personal
and
delay

Employee 2

Employee 3

Employee 4

Personal
and delay
Personal
and
delay

Personal
and
delay
Staff
records

Time
and
payroll

Material
requisitions

Filing
Posting

Miscellaneou
requisitions

Invoice
checking

Messages

Employee 5

Persona
and
delay

Labour
distributions

Expediting

Corres
pondence

Employee 4

Employee 5

Employees' Productivity
(by average hours)

EXHIBIT 6

EXHIBIT 7
Revised Office Functions

Average
hours
per
day

s

7.57.06.56.05.55.04.54.03.53.02.52.01.51.0.50-

l

Employee 1

Employee 2

Employee 3

Personal

Personal

Personal

Material

requisitions

Time
and
payroll


Staff
records

Miscellaneous
requisitions
Expediting

Invoice
checking

Personal

Filing

Available
to fill
vacancy
elsewhere

Messages

Labour
distributions

ized under certain employees. This
permitted specialization, which ul
timately produced greater
as
well as economy.
With imagination and a little
practical experience the manage
ment accountant can well extend
his role. This is particularly true

Corre
spondence

Posting

where industrial engineers are not
on the payroll. Even where indus
trial engineers are employed, the
accountant may be in a better posi
tion to make the observations be
cause he is not regarded as sus
piciously by the operating person
nel.
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what people are writing about

BOOKS

The Enterprising Man by Orvis
F. Collins and David G. Moore
with Darab B. Unwalla, Michigan
State University Bureau of Business
and Economic Research, East Lan
sing, Michigan, 1964, 254 pages, $6.
This Small Business Administra
tion-sponsored research study pre
sents a readable if somewhat Freud
ian profile of the “typical” Ameri
can entrepreneur.

To find out what kind of men suc
ceed in establishing a new enter
prise and what they go through to

create and maintain a new business,
Michigan State University research
ers picked a random sample of 110
small Michigan manufacturing com
panies established between 1945
and 1958, most of them with more
than twenty employees, and sub
jected their entrepreneurs to depth
interviews and projective psycho
logical tests. They found these
small businessmen to be quite dif
ferent—in family background, in
work experience, and particularly
in personality—from the organiza
tion men of big business.
Actually, as the authors note, this
is hardly surprising. The functions
of the entrepreneur and the organi
zational executive are quite differ

ent. The executive rises to the top
of an established structure by means
of technical proficiency and social
skill. His success depends heavily
on his having a positive attitude
toward authority. He sees his role
as one of leadership.
The entrepreneur, on the other
hand, builds his own structure, and
he builds it as a business not a
bureaucracy, essentially by making
deals. He sees his role
that of an
operator rather than a leader.
Most of the entrepreneurs inter
viewed in the study were not cut
out for success in climbing a cor
porate ladder. Many of them started
out with distinct handicaps. A fifth
of them were immigrants to this

REVIEW EDITORS

In order to assure prompt and comprehensive coverage
of magazine articles dealing with management subjects,
Management Services has arranged with fifteen universi
ties offering the Ph.D. degree
accounting
have lead
magazines in the field reviewed on a
basis
by Ph.D. candidates under the guidance of the educators
listed, who serve as the review board for this department
of Management Services. Unsigned reviews have been
written by members of the magazine’s staff.
Jim G. Ashburne, The University of Texas, Austin
E. J. Blakely, University of Wisconsin, Madison
Thomas J. Burns, The Ohio State University, Columbus
Don D oster, University of Washington, Seattle
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continuing

Robert L. Dixon, University of Michigan, Ann Arbor
Leonard A. Doyle, University
California, Berkeley
Willard J. Graham, University of North Carolina,
Chapel Hill
Dale S. Harwood, Jr., University of Oregon, Eugene
H. P. Holzer, University of Illinois, Urbana
Walter B. Meigs, University of Southern California, Los
Angeles
Herbert E. Miller, Michigan State University, East
Lansing
John H. Myers, Northwestern University, Chicago
arl L. Nelson, Columbia University, New York
Michael Schiff, New York University, New York
Rufus Wixon, University
Pennsylvania, Philadelphia
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country, and 35 per cent were sons
of immigrants. Only about a fifth
were college graduates, and more
than a third had not graduated
from high school. A fourth of them
were sons of owners of small busi
nesses, but most of them came
from the working class. Almost twothirds of them described their early
family lives
poor or even under
privileged.
But the entrepreneurs’ chief bars
to success in the world of organi
zations were psychological rather
than social. Their chief psychologi
cal characteristics were a lack of
interest in social mobility and a re
jection of authority. Many of them
quit school because of restlessness
rather than poverty. As job holders
they were misfits, frequently quit
ting and getting fired. In the proc
ess, as the authors describe in a
chapter that strains too hard to be
clever, they mastered such entre
preneurial arts as drifting, “pro
tegeship,” and basic dealing.
Some readers may find the pys
chiatric orientation of this report
irritating. Some may question the
dogmatism of its conclusions in
view of the small size of the sample.
But most will find its case studies
both entertaining and illuminating.
The entrepreneurs portrayed in
these pages are not particularly lik
able. But then, as they themselves
would be quick to point out, nice
guys don’t win—at least outside the
secure fold of the corporation.

Management Controls: New Di
rections in Basic Research by

lation, budgetary control, and be
havioral science to management
controls.
The economists’ contributions
deal chiefly with the use of price
systems, particularly transfer prices,
as internal controls. One highly
mathematical paper is concerned
with the cost and value of informa
tion in organizations; another, with
the application of linear programing
to management controls. Three au
thors describe simulation models of
business organizations, including
one based on the theories
indus
trial dynamics.
Budgetary control topics include
its use in a divisionalized frame
work, its application to inventory
management, its conflict with mul
tiple goals, and its relation to game
theory. Other subjects include the
effect of audits on behavior, the psy
chodynamics of compensation, and
the relation between controls and
productivity.
Although only a few of these pa
pers are overburdened with math
ematics, most are both general and
theoretical. They deal, after
with
basic research. Few businessmen
will find them useful; some may find
them provocative.

MAGAZINES

Consultants: The Men Who Came
Dinner by Walter G
,
Jr., Fortune, February, 1965, and

What Management Consultants
Can Do, Business Week, January
23, 1965.

Charles P.
onini, Robert K.
Jaedicke, and Harvey
Wagner,
McGraw-Hill Book Company, New
York, 1964, 341 pages, $8.50.

Two leading business magazines
simultaneously look at the booming
field of management consulting—
with different results.

This collection of papers pre
sented at a Stanford University
seminar on basic research in man
agement controls combines contri
butions of economists, mathemati
cians, accountants, behavioral scien
tists, and representatives of other
disciplines.

These two reports on the current
state of management consulting
have little in common, but they
agree on one point: It is a growth
industry.
In 1964, according to Fortune,
American industry paid out $350
million for general management
consulting and $300 million for
technical services. This total of $650
million is twice what management

The twenty articles in this volume
review research that is going on in
the application of economics, simu

Published by eGrove, 1965
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spent for consultants a decade ago.
For 1965, Business Week forecasts
$750 million.
The billings of the consulting
firms that belong to the Association
of Consulting Management Engi
neers have been growing at an av
erage annual rate of 8 per cent for
the past five years—about twice the
growth rate of the gross national
product, Fortune says. The eight
largest accounting firms have been
doing even better; they are esti
mated to have increased their gen
eral consulting business by 15 per
cent from 1963 to 1964. And, says
Fortune, they “can show just im
pressive a list of satisfied clients
anyone else in the business.”
After agreeing on the importance
of the consulting field, the two ar
ticles part company. Business Week
takes a swipe at the Association of
Consulting Management Engineers,
implying—without any apparent
justification—that the association is
not concerned about the problem
of ethical standards for consultants.
And it offers one comment that will
probably raise the hackles of the
accounting profession: “Some of the
proliferation in the ranks of the
consultants results from what might
be termed the upgrading of other
lines. The major accounting firms,
for example, are working hard to
do much more for business than
simply make the books balance.”
But on the whole the Business
Week article is bland, innocuous—
and uninformative.
Business Week offers little infor
mation about the topics it promises
to discuss—how to pick a consul
tant, what to do about charlatans,
even the subject of the title, what
management consultants can do. Its
rambling citation of names, quota
tions, and long, pointless anecdotes
adds up to no particular conclusion.
Fortune, in contrast, has a point
of view, one not altogether kind to
the management consultants. Its
main charge, made in the title,
echoes the client criticism quoted in
many other studies, that consul
tants, once engaged, are hard to get
rid of.
Fortune paints the consultant’s
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world as one of small capital invest
ment with little risk, high profit
ability, and an apparently limitless
market. To prosper there, the mag
azine claims, the consultant must
master the art of “self-perpetuating
sell,” which will permit, in the
words of one consultant, “rolling
from study to study once we get
in.
The Fortune article focuses heav
ily on the economics of consulting.
The market, it says, is nearly in
finite; “even solutions bring new
problems in their wake.” Profit mar
gins are high, up to 40 per cent of
gross revenues in some cases, be
cause even well paid young staff
members “are cheap when related
to the price they can be billed out
for” and because of the phenom
enon of “negative variable costs”
(since costs are billed to clients, the
more consultants make the less they
spend). As a result, senior mem
bers of the big firms “take home
huge amounts of money.”
There is no reason, of course, for
client companies to object to con
sultants’ high incomes; indeed,
there is some evidence that top
executives prefer to deal with men
in their own income brackets. None
of this proves that good consultants
are not worth their fees. Nor does
Fortune make any such claim.
It does not deny “that general
consulting firms can meet and sat
isfy some of the needs of manage
ment. The second consulting study
may be just as useful as the first. It
may save the company many times
its cost. But,” it warns, “one thing
is certain—consultants can stay
around companies for a long, long
time.”

Measuring
on Consumer In
stallment Credit by P
F. Smith,
Management Science, Vol. 11, No.
2, November, 1964.

A relatively simple risk index is
proposed
a statistical method to
measure credit risk.
The traditional system of measur
ing consumer credit is the four C’s
—character, capacity, collateral, and
capital. This method is imprecise

and creates a number of problems,
particularly when a decision is made
to tighten or ease credit standards.
The use of a risk index to apply
against an account would give an
objective probability of its collecti
bility.
Such an index can be developed
by comparing various traits, such
time in last residence, age, sex,
marital status, monthly income, tele
phone status, home ownership, etc.,
of bad accounts with those of good
accounts. Once the probability for
each trait is determined, the risk
index could be determined by a
simple formula that is given in the
article.
Risk index values for new credit
applicants could be determined by
assigning the appropriate probabil
ities and adding them as indicated
by the formula. The accuracy of the
index must be continually checked
and reviewed as business and eco
nomic conditions change.
James H. McL
The Ohio State University

Allocating Advertising Dollars by
Linear Programing by James F.
Engel and M
R. Warshaw,
Journal of Advertising Research,
September, 1964.
The authors show how to use
linear programing to solve two me
dia selection problems and then
review some of the limitations of the
technique.

The use of linear programing to
allocate advertising expenditures to
media has become something of a
fad in recent years. After trying the
technique on two relatively simple
problems the authors find that it is
feasible but no panacea.
The major problems arise, they
say, in identifying and quantifying
the important marketing variables—
the same problems that arise with
out LP. Thus, the authors conclude,
LP is not a breakthrough; it involves
little more than systematizing steps
that successful advertisers have fol
lowed for a long time.
This does not mean that LP is not
useful. It can save a good deal of
clerical work. And it forces manage
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ment to prepare precise definitions
of markets, to gather more data on
media audiences, and to quantify
factors that are highly qualitative
nature. If it did nothing more than
provoke more careful marketing re
search, they suggest, it would be
worth the effort.

Setting Up an Effective Internal
Policy Program by Jules Levin
Administrative Management, Octo
ber, 1964.

The author, who is communica
tions manager of U.S. Plywood Cor
poration, stresses the need for writ
ten policies to guide employee deci
sions and offers some suggestions for
developing them.
When an employee has to make
a decision in the course of his work
he does so both as an independent
individual with his own private set
of beliefs and as a member of a
business organization. The process
usually is so automatic that few ex
ecutives realize how their decisions
represent a combination of company
viewpoint and private outlook. The
best interests of the company will
not be served if the individual in ar
riving at a decision subordinates the
corporate viewpoint to his own. The
solution to this problem lies in set
ting up policies that will guide em
ployees to act in the best interest
of the company.
Such policies must be the result
of careful consideration and analysis
and must be consistent with the
company goals. Furthermore, mere
ly establishing policies will not ac
complish very much; the employee
whose work is affected by the poli
cies must know of them and must
understand them. Otherwise the
policies will be worthless.
To emphasize the need for estab
lishing meaningful policies the au
thor cites the experience of a cor
poration dealing in automotive parts
and supplies. From time to time the
company was faced with claims aris
ing out of faulty workmanship, dam
age, and misrepresentation. Since
the company had no clear policies
on the handling of such claims, ex
ecutives in the far flung branches
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had to make their own decisions
separately. They faltered, fumbled,
and committed expensive errors in
attempting to settle the claims. In
many cases the claimants were re
peat customers and branch man
agers were afraid to antagonize
them.
An examination of the company’s
over-all claims expense disclosed
that it was both excessive and er
ratic. There were wide variations at
different locations in the number of
claims and in the dollar amounts of
settlements. After a committee had
investigated the problem, a clearly
defined claims policy was estab
lished. Limits were set on the size
claims that could be handled by
branch managers and by zone man
agers. All claims in excess of a speci
fied amount were to be referred to
the executive office.
To get its policies down in writing
a company should begin by examin
ing all bulletins, memoranda, and
previous correspondence. These
sources will provide information re
garding how the company has
handled its problems in the past.
These pieces of information, when
coordinated and integrated, should
provide the basis for a set of writ
ten policies.
The author concludes with ten ex
amples of policy items, together with
the source of each, which emerged
at random in a search for policy
material in one office.
Business organizations face an
ever increasing need for consistent,
coordinated company action. ma
jor step in meeting this need is
taken when a company establishes
a meaningful set of written poli
cies, informs its employees of them,
and requires that they be followed.
However, there are two important
aspects of company policy programs
that the article does not cover. Poli
cies must not be looked upon as
permanent. They are guides to ac
tion, and they must be revised peri
odically to meet changes in the
needs of the company and to con
form to the changing environment
in which the company operates.
Also, it is not always desirable for a
company to put all of its policies on
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by eGrove,
March-April,
1965 1965
 

paper. Written policies tend to be
inflexible and in most companies
there are certain areas in which the
process of decision making should
remain flexible.
rthur V. Corr
New York University

The Challenge to Electronic Data
Processing by John B. Scott and
McReady S. Young, Financial Ex
ecutive, February, 1964.

It is time, the authors argue, for
EDP to move beyond its cost-cutting role into that of aid to scien
tific decision making. They outline
the challenges this change would
present to equipment manufac
turers, data processing personnel,
and financial management.
To date, electronic data process
ing has been used most successfully
in a rather limited area of busi
ness operations—to achieve out-ofpocket cost savings and time sav
ings, which are potential cost sav
ings. The aim of manufacturers and
users of the equipment has been to
eliminate slow, costly methods.

However, there is another area
application—the use of scientific
and mathematical techniques for
achieving maximum profit with
minimum capital investment and
operating costs. This approach was
initially rejected by many manage
ments as being too radical and too
expensive in view of the intangible
results.
Now, however, many executives
are recognizing their need for true
management control—the develop
ment of relevant information to uti
lize the company’s assets at the low
est possible cost and maximum
profit. Both the techniques and
electronic data processing equip
ment exist for the implementation
of this approach in planning, sched
uling, and evaluating operations.
The real test is not in “nailing
down” company history to project
future operations but in nailing
down the future so that when it be
comes history, it is the result of
intelligent scientific planning, not of
coincidence.

The challenge is first directed to
the equipment manufacturers. They
must provide the equipment, orien
tation, training, and education for
management personnel in user com
panies.
The challenge is also directed at
the data processing manager. The
scope of his responsibilities will ex
pand from merely supervising the
processing of accounting and statis
tical data to include knowledge of
company operations and the neces
sary techniques required to provide
an effective management control
system.
Finally, the challenge is directed
at the controller. He has the respon
sibility for bringing this new con
cept of management into being. The
controller has to integrate the pres
ent accounting, statistical, and con
trol techniques with the electronic
data processing function to provide
management with the necessary in
formation to ensure the efficiency
and effectiveness of the entire sys
tem, permitting the isolation and
solution of control problems in any
management area.
M. J. lumberg and L. S. Cordrey
University of Pennsylvania

How a Local Firm Enters the
Field by George E. Raymond,
Pennsylvania CPA Spokesman,
April, 1964.

This article is a very general dis
cussion of how a local CPA firm can
enter the field of management ser
vices.

For the guidance of local ac
counting firms interested in expand
ing their practice to include man
agement services, Mr. Raymond of
fers five recommendations:
1. A partner should be chosen to
head the department. He should
familiarize himself with manage
ment services techniques by reading
and attending seminars and meet
ings. He should then spend time in
the field applying his knowledge
and gaining experience.
2. The partner should then select
an individual to develop the func
tion within the firm. This person
must be able to handle people and
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have the capabilities of becoming
a partner.
3. This manager must be thor
oughly trained in all facets of the
field. His training should proceed
only
he develops a sound back
ground in each of the areas of man
agement services. At this time, the
may extend and expand ser
vices to clients, the partner and
trainee working closely until the
trainee is competent.
4. Expansion of the management
services department should proceed
only as fast as internal progress per
mits rather than
fast
external
pressure desires.
5. A close relationship must be
maintained among the client, part
ner, and management services de
partment, enabling them to work to
gether and help each other. A part
ner review of all material passed on
to the client should be mandatory.
Richard llen Stafford
University of Pennsylvania

‘Low Cost’ Cost Reduction by
L. Leighton Farrar, The Price
Waterhouse Review, Summer, 1964.

Case histories from the manage
ment services files of a public ac
counting firm demonstrate the val
ue of continuous attention to cost
reduction.
Since opportunities for cost re
duction always exist, the vigilant
manager should never be satisfied
with the status quo, Mr. Farrar
cautions. Proper cost control does
not necessarily require extensive
investment in equipment, but it
does require an open-minded ap
proach to cost review and the will
ingness to use specialized help to
identify problems and find their
solutions.
Mr. Farrar illustrates his thesis
by reviewing sixteen studies con
ducted by Price Waterhouse. Prob
lems included, listed in order of
frequency, are overstaffing, staffing
to handle fluctuating volume, in
ventory management, centralization
versus decentralization, ineffective
ness of sales and distribution,
and various production problems.
Among the techniques applied were

realignment of functions within the
organization; improvements in man
power management; development
of models for a company, for in
ventories, and for forecasting; and
detailed studies of production and
quality control, marketing and dis
tribution policies, and over-all top
management requirements.
In a majority of cases the an
nual savings achieved ranged from
$100,000 to $500,000. In four cases
annual ravings exceeded a million
dollars (in one case they were
more than $2½ million). Benefits
added up to more than dollar cost
savings. Some companies improved
their service to customers, and some
felt the cost studies put them in a
more flexible management position
for decision making.
E. M. Aris
University of Michigan

What the Accountant Can Do
for the Marketing Executive by
Clark Sloat, The Price Water
house Review, Winter, 1963.

More use of financial analysis in
the marketing function could en
hance corporate profitability. The
chief problem, Mr. Sloat suggests,
is one of communication.

If they are to improve their ser
vice to marketing, Mr. Sloat ad
vises, accountants need to improve
both their understanding of mar
keting and their ability to commu
nicate financial data. He recom
mends that accountants avoid tech
nical terms and express their re
ports in the language the market
ing executive understands. In ad
dition to laying the groundwork
for more profitable decisions, this
policy would benefit both parties:
In order to do so, the accountant
would have to learn something
about marketing. And the market
ing executive would be helped to
increase his understanding of the
“intricacies of finance, the need for
financial analyses, and the meaning
of net profit.”
The accountant also must pro
vide data that will be of value to
the marketing manager. Marketing
financial analysis must be attuned
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to decision requirements. Mr. Sloat
cites two case examples to illustrate
his point:
The financial officers of a com
pany felt that prices would have to
be increased if the company’s prof
its were to be maintained, but the
marketing executives were aware
that the company’s independent
distributors, who had to meet com
petitive prices, were just barely
breaking even. An analysis of a
typical distributor’s business uncov
ered important deficiencies whose
correction enabled both distributor
and manufacturer to increase prof
its. The study was incorporated in
a manual of financial and market
ing control for distributors.
A study of distribution costs,
made as part of a quantity pricing
defense under the Robinson-Pat
man Act, showed that a company’s
discount schedule on smaller orders
was unrealistic. The result was
more realistic pricing policies. In
both these cases financial analysis
at the proper point in the market
ing process added to company prof
itability.
The accountant also can help the
marketing executive control costs.
Cost control data must be directly
related to the marketing process.
Some of it can be generated from
marketing and accounting records,
but usually more information must
be gathered. These data must be
carefully researched and clearly de
fensible, not mystical estimates.
Good data usually reveal possible
alternatives from which the mar
keting executive can choose in es
tablishing cost controls.
Mr. Sloat warns that the ac
counting problems relating to mar
keting have not all been solved. In
deed, he points out, this is one of
the underdeveloped frontiers in ac
counting services for management.
To open up this frontier requires a
better knowledge by the account
ant of the marketing process and
development of improved ability
to communicate with the executives
who carry the decision responsibil
ities for the marketing function.
E. M. Aris
University of Michigan
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